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Special Budget Issue 


THIS issue of THE FEDERAL ACCOUNTANT is devoted to federal 
budgeting. Four articles present an authoritative discussion of 
current problems, policies, and procedures in the preparation and 
the execution of the federal budget, from both the over-all and 
the agency viewpoints. 

Two useful items of background material for the study of fed- 
eral budgeting and accounting are also included. One of them is 
a reprint of the pamphlet, “Cost Control in the Federal Govern- 
ment.” It was prepared by the Committee on Governmental Ac- 
counting of the District of Columbia Institute of Certified Public 
Accountants. The other is the cost-based budget provisions of the 
Budget and Accounting Act, 1921, and the Budget and Accounting 
Procedures Act of 1950, as recently amended. 
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Maurice H. Stans 


The President’s Budget and the 
Role of the Bureau of the Budget 


The Budget and Accounting Act of 1921 brought to an end the some- 
what relaxed approach to financial management which had previously 
existed in the federal government. This act assigned responsibility to 
the President for an annual budget and made it clear that the Budget 
Director, as head of the Bureau of the Budget, was to function as a 
member of the President’s staff. 

The Bureau of the Budget serves as an advisor to the President on 
fiscal policy and assists him in his final budget decisions by testing new 
proposals, judging their effectiveness, considering alternatives, and 
appraising expected results in light of costs. In addition to its direct 
budgetary work, the Bureau has broad managerial responsibilities and 
has undertaken an extended role in improving accounting and finan- 
cial management in the federal government. 

Mr. Stans is Director, Bureau of the Budget. 


PRIOR to 1921, the federal government had no President’s budget 
nor any budgetary system worthy of the name in operation. In 
that relatively uncomplicated period of our national life, each 
department and agency of the government decided unilaterally 
how much money it wanted, and then sent a statement of its 
requirements to the Treasury. There the estimates were bundled 
up without any editing or review and sent on to Congress. One 
man in the Treasury did the whole job, so it is obvious that not 
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even the most perfunctory consideration could have been given 
to such a matter as program content, or even to whether the agency 
plans coincided with the President’s ideas as to how the public 
interest would best be served. 

Of course, in the years before World War I, annual federal 
expenditures were less than one per cent of what they are today: 
in dollars they were measured in the hundreds of millions instead 
of in the eighty billion range of 1960. Under such circumstances, 
the announcement of a figure for projected government expendi- 
tures for any of those years, had it been known, would hardly have 
provoked the kind of publicity that now attends the annual 
“Battle of the Budget.” 

The year 1921 brought to a close this somewhat relaxed approach 
to the problem of financial management in our government—and 
it was none too soon in view of what we now know lay in store for 
the nation during the ensuing four decades. That year the Budget 
and Accounting Act was enacted into law by Congress. 


BASIS OF BUDGET SYSTEM 


The Budget and Accounting Act of 1921, which is the founda- 
tion of our present budgetary system, placed the responsibility for 
proposing an annual budget on the President. It established a 
Bureau of the Budget to assist the President in carrying out this 
responsibility and provided the broad outlines of budgetary pro- 
cedure. In the deliberations that led up to the enactment of the 
Budget and Accounting Act, it was made clear that the budget 
must be the President’s own, with the Budget Director functioning 
as a member of the President’s staff. ‘This concept was summed up 
in the closing debate on the bill by Representative Good of Iowa, 
who played a major role in shaping the law, as follows: 


The only power conferred is the power we give to the President. 
The President is given power to appoint the director and the assistant 
director, and he is not required even to get the confirmation of the 
Senate, because it was thought that for these offices that would be so 
peculiarly the President’s staff,...the President, without being ques- 
tioned with regard to his appointments, should appoint the man whom 
he believed he could trust to do his will in the preparation of the 
budget, so that when the budget came before him it would be a budget 
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that reflected his sentiment and his determination with regard to 
economy and with regard to expenditure. 


The Bureau attained a more evident identity as a staff arm of 
the President when it was moved from the Treasury Department 
to the Executive Office of the President in 1939. 


Responsibilities of the Bureau of the Budget 


The tasks presently assigned to the Bureau of the Budget go 
well beyond the mere arithmetic and mechanics of budget review. 
The original act conferred authority as well for the Bureau to 
inquire into matters of organization and management, with “a 
view of securing greater economy and efficiency in the conduct of 
the public service.” Later, the Bureau’s charter was further 
expanded by adding the functions of legislative clearance within 
the executive branch and the co-ordination of statistical standards 
and methods. The legislative clearance function includes the 
co-ordination of agency legislative proposals, reports on pending 
legislation, and reporting to the President on enrolled bills. The 
co-ordination of statistics includes planning and promoting the 
improvement and development of statistical services, eliminating 
duplication between agencies in the collection of information, and 
minimizing the burden to the public in furnishing information to 
federal agencies. More recently, in 1956, the Bureau, as a part of 
its management responsibilities, undertook an enlarged role in the 
improvement of accounting and financial management throughout 
the federal government. 


Structure of the Bureau 


The Bureau has never been a large agency—the total profes- 
sional and administrative staff employed at the highest point some 
ten years back was approximately six hundred. Today the Bureau 
has about 420 employees. 

The nature of the Bureau’s functions requires that it be orga- 
nized to deal effectively both with the specific budgetary and 
related operational matters that arise on an agency-by-agency basis 
and with the more general problems of government-wide impact 
that come to the Bureau for decision or recommendation. For this 
purpose, the Bureau has five operating divisions, through which 
effective day-to-day working relationships are maintained with 
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individual agencies, and five offices, to which problems of a govern- 
ment-wide nature usually are referred. However, because the func- 
tions of the Bureau are so closely interrelated, it frequently is 
necessary for it to employ the specialties of several organizational 
units in developing the staff work incident to any major problem 
that arises for decision. 

Each of the five divisions deals with a defined segment of the 
government’s activities, bringing the Bureau’s budgetary, fiscal, 
and management responsibilities to bear upon the agencies that 
fall within that segment. The five divisions are: Commerce 
and Finance; International; Labor and Welfare; Military; and 
Resources and Civil Works. The staff of the five divisions bring 
agency estimates up through the budget review process into the 
annual budget document and follow through on the execution of 
the budget after the appropriations have been enacted by Congress. 
The divisions also work on special studies and projects designed 
to assist agencies in improving their effectiveness and, in addition, 
analyze proposed legislation, usually in co-operation with one of 
the offices. 

The five offices and their general responsibilities are: the Office 
of Accounting, which provides initiative for the improvement of 
financial management throughout the government under the Joint 
Accounting Improvement Program; the Office of Budget Review, 
which plans and co-ordinates the review of budget estimates and 
prepares the Budget Document; the Office of Legislative Refer- 
ence, which co-ordinates the review of agency proposals for legis- 
lation and ascertains the relationship of proposed or pending legis- 
lation to the President’s program; the Office of Management and 
Organization, which initiates or co-ordinates action for improving 
the organization and management of the executive branch; and 
the Office of Statistical Standards, which co-ordinates the govern- 
ment’s activities in the collection and dissemination of statistics. 
In practice, the offices apply their specialties to problems of a gov- 
ernment-wide nature and furnish guidance to the Bureau’s divi- 
sions on matters of concern to their respective agencies but which 
relate to an office’s particular field of activity. 

The executive direction for Bureau operations is provided by 
the Director’s office. The top officials in this office are: the Director, 
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the Deputy Director, and three Assistant Directors—all noncareer 
employees. All other personnel of the Bureau, including the heads 
of the offices and divisions, are career employees. 

With this brief summary of the Bureau’s background and respon- 
sibilities, it should be clear that the Bureau is the one agency that 
is in position to see, in broad perspective, across the entire govern- 
ment. It is the only arm that the President has for bringing about 
co-ordination of planning and management, and the matching of 
the programs of the agencies with the resources of the government 
and the needs of the nation. 

Inevitably, then, the Bureau must deploy its staff along a wide 
front. To describe all facets of the Bureau’s operations in sufficient 
detail to do them justice would be a long story. Therefore, the 
discussion that follows is limited to a resume of two of the Bureau’s 
major activities. The first is the timetable and general procedure 
followed in developing the budget; this process lies at the core of 
all Bureau operations. The second is the Bureau’s role in promot- 
ing the improvement of accounting and financial management 
practices throughout the government. 


DEVELOPING THE BUDGET 

Shaping Budget Policy 

The job of shaping the annual budget begins in March or April, 
which is about fifteen months before the beginning of the fiscal 
year in question—the “budget year” as it is called. The first step 
is the development of the basic assumptions, which together estab- 
lish a frame of reference to govern the formulation of the budget. 
In arriving at these basic assumptions, the Director draws upon 
various important sources of advice from within the government 
—the President’s Council of Economic Advisers as to the economic 
outlook, the members of the National Security Council as to their 
views on international conditions, the Treasury Department as to 
the revenue situation, and others. The broad budgetary outlook 
is then discussed with the President and the Cabinet, and opinions 
obtained as to the general course that should be followed. 

As a next step, preliminary estimates are prepared, these being 
order-of-magnitude approximations for each of the agencies. These 
are brought together and the total compared with the revenue 
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estimates that prevail at the moment. Although at this stage—some 
thirteen or fourteen months prior to the start of the budget year— 
the revenue and expenditure estimates are necessarily rough, they 
nevertheless are useful as preliminary indicators in the formula- 
tion of budgetary policy. 

The Bureau then holds discussions with the agency heads con- 
cerning their plans and identifies policy questions that need further 
consideration. The information thus developed by the Bureau 
serves as the basis for further discussions which the Director holds 
with the President, the Cabinet, the National Security Council, 
and the heads of larger agencies—all aimed at providing the 
Director with the means for firming up a budgetary policy that he 
can recommend to the President. 

The Director usually has his recommendations on budgetary 
policy ready for the President by June. The budgetary policy 
recommended reflects the outcome of a multitude of choices—all 
of which must be taken in the light of the revenue situation, the 
state of the economy, and the overriding needs of national security. 
The President then approves or modifies the Director’s policy 
recommendations, and thus establishes the general course of action 
to be followed in preparing the budget. 


Review of Estimates 


The Director then sends letters to the agencies, usually in June 
or early July, notifying them of the President’s decisions and the 
criteria to be used in preparing their budgets. The “call for esti- 
mates” (Bureau Circular A-11) also goes out, setting forth the 
format and detail in which the budget requests are to be submitted 
to the Bureau by September 30. 

As a next step, budget hearings are held for all agencies, large 
and small. These take place over a period of time, beginning early 
in October and continuing through November. The hearings are 
conducted by the chiefs of the five divisions and the examiners, 
with each agency usually represented by its top officials and its 
budget officer, together with bureau chiefs and program staff. At 
these hearings, the examiners go over the agency programs, recon- 
cile the requests with the general budget picture, ask questions, 
and consider the individual items from one end to the other. After 
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each hearing, the budget examiners prepare their recommenda- 
tions for presentation later at the Director’s review. 

The next phase is the Director’s review, which is a forum con- 
ducted by the Director or Deputy Director and attended by the 
top officials of the Bureau. It is an internal Bureau procedure at 
which the division chiefs outline orally the programs of the agen- 
cies under consideration and the issues to be considered, and the 
examiners present their recommendations on the agency budgets. 
The Director and the top officials sitting with him at the review 
probe the recommendations, and raise searching questions as to 
the premises upon which they are based. Based on this review, the 
Director reaches his conclusions as to the amounts he believes 
appropriate for inclusion in the budget.t 

The Director then discusses his conclusions with the heads of the 
agencies. Any differences of opinion that cannot be reconciled are 
referred to the President to deal with and resolve. In December, 
still seven months before the budget year, the President completes 
his considerations and makes the final determinations as to what 
goes in the budget. The Budget Document is then readied for its 
final printing. 

The law requires that the budget be transmitted to Congress 
within fifteen days after the session begins, which usually means 
that the budget is delivered between January 15 and 20. From 
then on it is up to the Congress to approve or amend, a process 
that often is not completed until July or August. When requests 
for funds are not acted on by June 30, Congress must pass “‘con- 
tinuing resolutions” to enable the agencies concerned to carry on 
their functions until the appropriations are enacted. 


Bureau’s Role after Congress Acts 


After Congress completes its actions and the appropriation bills 
have been passed into law, the Bureau moves into the execution 


4S$ome modifications of these procedures occur in the case of the budget of the 
Department of Defense. Here, in the interest of time, the review of budgetary 
requests by the Armed Services is conducted jointly by the Office of the Secretary 
of Defense and the Bureau of the Budget. Recommendations and questions resulting 
from this review are submitted to the Secretary of Defense, who makes the necessary 
determinations. Any such decisions with which the Bureau is not in agreement are 
discussed further and, failing resolution, are referred to the President as Com- 
mander-in Chief of the forces. 
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phase of the budget, by establishing certain controls over agency 
spending as required by the Anti-Deficiency Act. 

The Bureau exercises these controls over budget execution 
through the apportionment process, i.e., by establishing limitations 
by quarters or other time periods on the amounts that agencies 
may obligate from their appropriated funds. The purpose is to 
assure effective and economical use of the funds made available by 
Congress and to prevent the creation of circumstances which would 
lead to the need for supplemental or deficiency appropriations 
during the year. In the process, the Bureau takes a fresh look at 
the agencies’ programs, in the light of the modifications made by 
Congress, and considers any changes that have taken place during 
the twelve or fifteen months since the job of developing the budget 
first got under way. Where conditions warrant, the Bureau places 
some of the funds in reserve to provide for contingencies, to recog- 
nize savings, to enforce greater efficiency, and the like. Under the 
law, funds placed in reserve may not be obligated by agencies until 
they have been released by the Bureau. 


IMPROVEMENT OF FINANCIAL MANAGEMENT 
PRACTICES 


As indicated above, the budget process requires close scrutiny 
of masses of figures that flow into the Bureau from all federal 
agencies. These figures are key factors in the process, and satisfac- 
tory results can be obtained only if agencies are able to express 
their aims for the future and the results of the past in terms of 
financial data that have real meaning and are supportable. To 
strengthen this aspect of budget making, and at the same time to 
assist agency heads in their decision making, the Bureau is cur- 
rently engaged in an intensive effort to improve agency practices 
in financial planning, reporting, accounting, internal auditing, and 
fiscal management generally. 

The Joint Program to Improve Accounting 

The organized effort to improve the financial management prac- 

tices of all agencies of the government dates back to 1948 when 


the Joint Program to Improve Accounting in the Federal Govern- 
ment was established. This program, as all professional accountants 
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in the federal government know, was initiated by the heads of the 
three central fiscal agencies of the government—the Comptroller 
General, the Secretary of the Treasury, and the Director of the 
Bureau of the Budget—as a government-wide co-operative effort 
with the participation of all federal agencies. The objectives of the 
Joint Program have, from the very beginning, received the enthusi- 
astic support of both the Congress and the agencies of the executive 
branch of the government. As a result, substantial improvements 
have been made in agency accounting and financial management 
practices over the last decade. 

The Bureau of the Budget’s role in the Joint Program has been 
strengthened in recent years as a result of the recommendations 
of the Second Hoover Commission. In 1956, the Bureau established 
its Office of Accounting and began focusing more attention and 
staff effort on the Joint Program. The Bureau expects that con- 
tinued progress under this program will enable the nation to get 
much more out of the billions of dollars that go into the federal 
budget each year. 


Public Law 863 


The improvement program received impetus from the enact- 
ment of Public Law 863 in 1956. This law, which amended the 
original Budget and Accounting Act of 1921 and related legis- 
lation, made accrual accounting a basic requirement for all federal 
agencies and provided that action be taken to have agencies 
develop their appropriation requests from cost-based budgets. 

As one of the first steps, following enactment of Public Law 
863, the Bureau issued a directive (Bulletin No. 57-5) wherein 
each agency was requested to evaluate its internal financial man- 
agement practices and prepare an organized program for bringing 
about the necessary improvements, including target dates for com- 
pletion. Such programs were submitted to the Bureau of the 
Budget, where they were reviewed jointly with representatives of 
the General Accounting Office and Treasury Department. In those 
cases where agencies required assistance in bringing about their 
contemplated improvements, the Bureau and the GAO assigned 
staff, to the extent available, to work directly with the agencies 
concerned. 
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Status of Agency Improvement Programs 

The Bureau has been following up with the agencies on their 
target dates. Under this approach, considerable gains have been 
made and they are continuing. Last fall, two years after the enact- 
ment of Public Law 863, the Bureau took stock of the situation 
by securing reports from all agencies as to the progress made under 
their programs, particularly with respect to accrual accounting 
and cost-based budgeting. 

From the civilian side of the government, reports were received 
from 134 operating entities (independent agencies and constituent 
bureaus of executive departments). Of this group, 95 reported that 
their systems of accrual accounting and monetary property records 
were complete and in operation as of June 30, 1958; and 39 of the 
95 with accrual accounting also reported that they were using cost- 
based budgets throughout, both in their internal management 
and in their presentations to Congress. Reports from the Depart- 
ment of Defense indicate that work is under way in most areas 
but that only those functions managed by the Corps of Engineers, 
Department of the Army, had complete systems of accrual account- 
ing and cost-based budgeting in operation as of June 30, 1958. 

The results in this area of the Bureau’s responsibility are pub- 
lished annually in the report of the Joint Accounting Improve- 
ment Program. 


THE BUREAU’S STAFF ROLE IN PERSPECTIVE 


The making of the federal budget is a difficult job, particularly 
in these trying times of international instability. In the process, 
the whole anatomy of public policy is laid bare; needs are weighed 
against priorities and resources, and issues are forced to decisions. 

Budgeting for the United States Government is a major test of 
perspective. The budget reflects the changing needs of the nation 
for defense, for the enforcement of economic growth and stability, 
and for responsible social progress; the relationship of national to 
state and local government responsibility; the philosophy of the 
government’s role toward private individuals and the private 
sector of the economy; and the responsibility of the United States 
to the rest of the free world in an age of insecurity. These are the 
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kinds of broad problems that the Bureau must, to the best of its 
ability, assist the President in meeting. 


The Bureau as a Target 


In every kind of organization, in or out of government, the 
individual or unit that plays an active part in guiding the decisions 
that are taken on financial matters usually will take last place in 
any popularity contest. This is true of the controller in a private 
business and of the budget officer in an individual government 
agency; and the Bureau of the Budget in its role as advisor to the 
President on fiscal policy for the executive branch of the federal 
government is no exception. 

The Bureau has learned that almost any action it takes will 
draw fire from some quarters. When the budget shows a deficit, 
the public protests against overspending. The level of spending, 
most of it in response to the public’s own demands on its repre- 
sentatives in the Congress, is always under attack. When the coun- 
try clamors for economy, members of Congress point to the Bureau 
and claim that it isn’t cutting expenses to the bone; or when the 
Bureau recommends disapproval of some favorite project or holds 
back money for savings, agency heads and some members of Con- 
gress criticize it for being too powerful. Its role as a staff arm of 
the President, in fulfilling his difficult tasks, is usually overlooked. 


A Matter of Choices 


The Bureau exists primarily as an instrument for assisting the 
President in making choices. These choices often are close, and 
therefore extremely difficult to make. Almost every agency pro- 
posal requiring an increase in the budget is backed up with a 
strong case; those that are not usually have been screened out by 
the agencies themselves and never reach the Bureau. These legiti- 
mate, but often competing, demands have to be weighed and 
fitted into a balanced governmental effort which the taxpayers 
are able and willing to support. The Bureau’s efforts are all 
directed to this end. 

The President’s job is to make decisions, to choose carefully 
among the flood of alternative proposals that come to his office. 
Basically, he has a set of objectives, expressed in laws or in the 
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broad goals of his administration. Against this background, he 
must select the means through which these objectives can best be 
attained. The Bureau of the Budget serves him by testing each 
new proposal, questioning its assumptions, judging its probable 
effectiveness, matching it on its merits against alternatives, apprais- 
ing its timing, measuring how thoroughly it has been thought 
through, considering it in the context of its place in a free enter- 
prise economy, and balancing its initial and ultimate cost against 
the expected results. 

The basic objectives of our national security system are worked 
out in the National Security Council, with the President as Chair- 
man. Similarly, the economic assumptions underlying the budget 
are formulated with the President’s Council of Economic Advisers, 
and the international economic policies are co-ordinated through 
the Council on Foreign Economic Policy. Public policy, therefore, 
is not determined solely by budgetary considerations. Rather it is 
within the framework of these broad planning operations that 
the Bureau of the Budget tests and examines specific plans and 
proposals. 

When the Bureau presents the results of its review to the Presi- 
dent, he must be assured that each proposal has been carefully 
examined from every relevant aspect. That is the job the Bureau 
must do, and do well, because when the final decision is made, 
it is the President’s own. 
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Economic Policy 


and the Federal Budget 


The federal budget can affect the level of the national income and 
can redistribute the national income among individuals, states, and 
industries. In budget formulation general economic policy may be in 
competition with specific program policies, and both of these consid- 
erations may be in conflict with political issues. When the major 
policies or issues are in conflict, the President has to choose which policy 
or set of policies has a higher priority than another.* 

Mr. Cohn is Chief, Fiscal Analysis, Office of Budget Review, Bureau 
of the Budget. 


Definition and Scope of the Federal Budget 


The budget of the Federal government is very much like a 
family or business budget in that it is essentially a plan—a plan 
for a future period expressed in financial terms. By law it is the 
executive's plan, presenting the executive’s program for the activi- 
ties of the government for the coming fiscal year. As such, it is one 
of the major policy issuances of the President. 

Thus the federal budget is not a forecast of what the Congress _ 
will enact or what the government’s financial transactions for the 


*This article is based on remarks made by the author before the Financial Man- 
agement Institute sponsored by the Civil Service Commission, Washington, D.C., 
September 17, 1958. The opinions expressed are those of the author and are not 
necessarily the same as those of the government agency with which he is associated. 
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year will be. It is, rather, a presentation to the Congress of the 
President’s recommendations and proposals. It also contains esti- 
mates covering those governmental outlays, like interest on the 
public debt, which cannot be substantially altered by legislative or 
executive action in any one year. 

Conditions do change, and the President’s recommendations in 
January for a year ending eighteen months later sometimes change 
as a result. In such cases he may transmit to the Congress amend- 
ments to the budget. The Congress, too, may and usually does alter 
the budget as a result of its deliberations on appropriations and on 
general legislation affecting expenditures and revenues. 

The government’s financial transactions exert considerable influ- 
ence on the national economy. Because the sums involved are in 
billions, and these huge amounts are beyond the comprehension 
of the average person, an understandable bench-mark comparison 
may be in order. Federal budget expenditures in the current year 
are approximately the same as the value of all the food, beverages, 
and tobacco purchased by everyone in the nation for consumption 
at home, in restaurants, on the farm, and at work. In other words, 
the budget expenditures of the federal government are enough to 
buy the food and drink consumed by the entire nation and to keep 
us all in smokes, to boot. 

Budgets of this size have deep impact on the economy. Over the 
last few years the federal budget has represented between 15 and 
20 per cent of the total output of goods and services in the nation. 


Economic Policy and Fiscal Policy 


It is rather widely accepted today that the federal government 
should develop its policies and carry on its activities so that they 
contribute to—or at the very least do not harm—the health of the 
national economy. More specifically, it is generally agreed that 
the government has a responsibility for fostering the growth of 
the economy—national output, income, employment, and levels 
of living—through private enterprise without serious dislocations 
and with price stability. “Fiscal policy” is the term applied by 
many economists and others to the use of taxes and government 
expenditures to affect the economy—to help achieve the objectives 
of the economic policy mentioned. 
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Although taxes are levied for the purpose of financing govern- 
mental activities, they also have important economic effects, and 
the effects differ with the type of tax even though the amount of 
tax yield might be the same. Likewise, governmental expenditures 
are made to carry out certain public purposes, but they have eco- 
nomic effects and these effects often differ with the character of 
the expenditures (i.e., direct federal purchases, grants to states, 
direct pensions or subsidies, loans, and the like) even though the 
amount involved and purpose served could be the same. 

When viewed in combination, the impact on the economy of 
taxes and expenditures is of two general natures: (1) they can 
affect (i.e., raise or lower) the level of the national income; and 
(2) they can redistribute income—among individuals, among states, 
among industries, or otherwise. As a matter of fact, every govern- 
mental tax and expenditure program has both these effects. 

Again speaking in general and perhaps oversimplified terms, the 
following four points might be made about the short-run economic 
effects of government financial operations: 

1. By itself, an increase in government spending (or a cut in 
taxes) tends to increase somebody’s income and raise the level of 
employment. Thus, it may help relieve a recession or depression 
if one then prevails. However, if the economy’s resources are rather 
fully employed at the time the spending or tax action becomes 
effective, the result is likely to be mainly inflationary; that is, to 
lead to price increase more than employment increase. 

2. By itself, a decrease in government spending (or an increase 
in taxes) tends to reduce somebody’s income and purchases. It can 
thus help restrain inflation; or, if inflation is not in prospect and 
private demanc's are not sufficiently great, it tends to reduce the 
nation’s income and employment. 

3. Budget deficits mean the government is putting more into 
the private income stream than it is taking out—thus stimulating 
economic activity, or inflating prices, or both. 

4. Budget surpluses mean the government is taking more out 
of the private income stream than it is putting in—thus restraining 
or retarding economic activity, or deflating prices, or both. 

Economics is not a pure or exact science, and the economy as a 
whole does not lend itself readily to simple, precise measurement. 
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Therefore one cannot, or should not, be dogmatic or precise about 
magnitudes and about economic consequences. But tendencies or 
directions of movement do seem clear enough. The Committee 
for Economic Development has recently described very well the 
issues and problems involved. 


All important propositions about budget policy must be framed in 
terms of probabilities and risks. No one can in good conscience claim 
to know that the difference between a $1 billion surplus and a $1 bil- 
lion deficit is the difference between stability and inflation, that $43 
billion of military expenditures means security whereas $41 billion 
means insecurity, that an increase or decrease in certain other expendi- 
tures will certainly cause economic growth or stagnation. All one can 
do is judge the probable relation between particular policies and par- 
ticular dangers and opportunities and decide which dangers are most 
to be avoided and which opportunities most to be sought. In these 
terms, we believe the course of wisdom is to run surpluses rather than 
deficits in prosperous times.1 


The Competition of Policies in the Formulation 
of the Federal Budget 

In budget formulation general economic policy may be in com- 
petition with several other policies. No single policy alone deter- 
mines the size of the budget total or the fate of individual budg- 
etary proposals. What are some of the major policies in this 
competition? Who is concerned with them, and how does the 
President hear and learn about them? 

1. General fiscal policy, already mentioned, provides a basic 
framework or background against which other policies are fre- 
quently measured. Recommendations on over-all fiscal policy are 
made to the President on the basis of consultations among the 
Secretary of the Treasury, the Director of the Bureau of the 
Budget, and the Chairman of the Council of Economic Advisers. 
These consultations are sometimes concerned with co-ordinating 
fiscal policy with monetary and debt-management policy, and may 
be preceded by conferences with the Chairman of the Board of 
Governors of the Federal Reserve System. Before approving or 


1The Budget and Economic Growth (New York, April 1959), a statement on 
national policy by the Research and Policy Committee of the Committee for Eco- 
nomic Development, p. 2. 
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revising any recommended fiscal policy, the President usually has 
the benefit of a Cabinet discussion of the major issues. 

2. Specific program (agency) policies are the primary concern 
of individual agency heads, and they acquaint the President with 
issues, needs, and prospects concerning the activities for which 
they have administrative responsibility. The President also some- 
times hears firsthand from individual business or citizen groups 
and certain legislators about specific program needs or specific 
projects. In the budget formulation process, the President deals 
with defense separately from nondefense programs, since his con- 
sideration of defense activities usually requires meetings and con- 
ferences with the Joint Chiefs of Staff and the National Security 
Council. After preliminary, tentative decisions have been made 
on all programs, the President again has the benefit of Cabinet 
and National Security Council discussions. Throughout the process 
he has the advice of the separate agency heads and of his Executive 
Office staff (including the Director of the Bureau of the Budget 
and the Chairman of the Council of Economic Advisers). 

3. Management, organization, and administrative issues deal 
with the efficiency and effectiveness of carrying on certain programs 
as a whole, as well as with the efficiency and effectiveness of specific 
operations within programs. Most of these issues are not of a 
policy nature and can be resolved within or between agencies with 
no need to carry them to the President. Others, however, particu- 
larly those dealing with the termination of certain activities, the 
closing down of installations, or major reorganizations of agencies 
or programs, are important enough to require the attention of 
agency heads, of the Bureau of the Budget (in its capacity as the 
President’s staff arm for governmental management and organiza- 
tion problems), of the President’s Advisory Committee on Govern- 
ment Organization, and sometimes even of the President himself. 

4. By the very fact that the President is the elected leader of the 
nation and also the leader of his party, his deliberations cannot 
help being affected by political issues. He must rely on political 
support in the Congress and at the grass roots to obtain enactment 
of the basic features of his proposals. He must confer with political 
leaders and legislative leaders about his recommendations and also 
about their individual attitudes and desires. Although he depends 
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on agency heads for much of this, he must also become involved 
personally. 


The Resolution of Issues—Evolving of the Executive’s Budget 


As often as not, the recommended courses of action under the 
four major types of policies or issues just described will be in 
conflict with each other. The President will have to choose. He 
will have to decide that one policy or set of policies has higher 
priority than another, and budget accordingly. Or he may be able 
to develop acceptable compromises. But he must resolve the issues 
in some way to give his proposals expression in the definite terms 
required by the budget. 

Thus, budgets establish a discipline. Decisions have to be made 
concerning each federal program. The size and scope of each pro- 
posed activity must be studied and evaluated, and considered in 
relation to other proposals. Finally, priorities must be set and the 
inevitable differences of opinion settled. The issues which must 
be decided run the gamut of governmental responsibilities. How 
big a defense program do we need? What kind of a foreign aid pro- 
gram should be proposed? What should the federal government 
do in the fields of housing, education, welfare, agriculture, and 
resource development? What is the government’s role in assisting 
veterans? 

These are some examples of the policy questions which must be 
answered in the budget. And the answers have to be expressed in 
financial terms, with the total equaling the sum of its parts. A 
President is not able to recommend bigger and more expensive 
individual programs and at the same time propose a smaller total 
of government spending. He must propose the total to which his 
individual recommendations add or else trim his recommenda- 
tions until he achieves the total he desires. 

An example might help clarify the kind of conflicts that arise 
and show the problems that are involved in resolving them. This 
illustration is purely fictional, and the author knows of no incident 
similar to it, but the types of issues are well known and occur 
frequently. Let us imagine a military installation which was estab- 
lished to help fight the Indian Wars and which is now used exclu- 
sively for training troops. Let us further assume that a much 


lat 
als 
co! 
or 
its 
tic 
fre 
Cl 
en 
pr 
Tet 
pe 
str 
hi 
tel 
ret 
tel 
me 
su 
qu 
wi 
ret 
Ri 
fre 
“fi 
ex 
ac 
pl 
de 
by 
an 
le 
yi 
ad 
Te 
Ste 


ECONOMIC POLICY 23 


larger and more modern installation in an adjoining state is 
also being used for troop training, that it operates at lower unit 
cost, and that it has much unutilized capacity. From a management 
or efficiency viewpoint, the first post should be closed down and 
its trainees transferred to the second. However, the first installa- 
tion could be in a state or community which was suffering greatly 
from either chronic unemployment or an economic recession. 
Closing down the post would further adversely affect private 
employment, retail sales, and the income of the community. The 
problems involved in deciding whether to recommend closing or 
retention would be made even more complicated and be more 
personalized if the Congressman representing the district were a 
strong supporter of the President and made a personal appeal to 
him. On the basis of the issues and factors considered thus far, a 
tentative decision might have been reached to withhold or defer a 
recommendation to close the installation. However, when the 
tentative decisions made for all programs throughout the govern- 
ment were totaled, the sum might have been sufficiently large to 
suggest that another review was necessary. And in such a subse- 
quent review, in light of the total picture budget-wise, economy- 
wise, management-wise, and politics-wise, a final decision to 
recommend closing could result. 


Rigidities in the Process 


The impression should not be created that there is complete 
freedom of choice in budgeting. On the contrary, there are certain 
“fixed charges” or “relatively uncontrollable” items for which the 
expenditures in any one year are in large part independent of any 
action or recommendation of the President for that year. Exam- 
ples are interest on the public debt (determined by the size of the 
debt and prevailing interest rates), veterans’ pensions (determined 
by the number of veterans eligible and the rates prescribed by law), 
and farm price supports (determined largely by the provisions of 
legislation covering the previous crop year and by the size of crop 
yields, which is affected also by such factors as the weather). In 
addition, construction projects and procurement of equipment 
requiring long lead-times for design and production are usually 
started years before their peak expenditures show up in the annual 
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budget. There is little choice but to provide in the budget for 
payments to be made under contracts and obligations entered into 
in previous years. 

As a practical matter certain other large parts of the budget will 
not be substantially changed even though the President theoreti- 
cally could recommend such changes. For example, defense expen- 
ditures in the current period will continue high and continue to 
be the largest single item in the budget. While there is some discre- 
tion in the amount that might be proposed for the year ahead, it is 
limited. The leeway might be between, let us say, $38 billion and 
$42 billion, but certainly would not be between zero or $5 billion 
and $42 billion. 

Similarly, there is only a limited amount of discretion involved 
in proposing changes in tax rates. Substantial changes and shifts in 
direction from year to year cannot be made frequently, since such 
a course would create great uncertainties that would probably 
affect business and economic conditions adversely. 


Timing of the Process 


There are many steps in the preparation of the budget and in 
the decision-making process that is part of it. The major ones are 
briefly described in the following paragraphs. 

For the budget that is to be transmitted to the Congress in 
January, staff work usually begins in the Bureau of the Budget in 
March or April of the preceding year. Various projections are made 
taking into account agency plans and proposals. The culmination 
of this early work is Presidential determination, after top-level 
discussion, of a tentative general budget or fiscal policy to govern 
the agencies in the preparation of their estimates. Major agency 
heads are usually notified of this general policy late in June or 
in July. 

The major agencies conduct their own reviews and, working on 
the basis of the general policy, aim to submit their detailed esti- 
mates to the Bureau of the Budget by the end of September. In 
the interim there may be meetings of the National Security Coun- 
cil and the Cabinet to discuss certain program issues brought up 
by department heads. 

Hearings and further reviews in the Bureau of the Budget and 
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other parts of the Executive Office get under way in October. 
These hearings and reviews range from staff discussions on indi- 
vidual details to presentations to the President on over-all totals 
and major issues. In November and December the Secretary of the 
Treasury, Director of the Bureau of the Budget, and Chairman of 
the Council of Economic Advisers discuss again the economic 
outlook, the range of probable budget totals, and the appropriate 
economic and fiscal policies. Presentations of the possible budget 
results, along with recommendations, are made and discussed at 
meetings of the President with the National Security Council and 
the Cabinet. It is during this time too that individual agency 
heads, legislative leaders, political leaders, and other Presidential 
advisers get in their final arguments on the various issues that 
confront the President in this decision-making process. 

The printing of the budget, a volume of over 1,000 pages, takes 
considerable time. Summarization of figures, proofreading, and a 
mechanical check of figures for accuracy is connected with the 
final printing job. To allow sufficient time for all the steps 
required, the copy is given to the printer in stages. Some of the 
budget proposals, the least controversial or the relatively minor 
ones, are decided on in November, and proofs are run on these 
first. The most controversial issues require more time to think 
them through. The President’s recommendations for some of these 
programs may not be decided until late in December. 

The budget message is being drafted concurrently. After all pro- 
posed figures are settled and summarized, and after figures and 
statements have been checked for accuracy and consistency, the 
message is signed, and that is the last part of the budget docu- 
ment which is released for printing. By law, the budget is to be 
sent to the Congress within fifteen days after it convenes in Janu- 
ary. The timing of its transmittal is also co-ordinated with the 
President’s State of the Union message, Economic Report, and 
any special messages he intends sending to the Congress. 


Past Trends in Expenditures 


As the nation has grown, the federal government has grown and 
the federal budget has grown. Some of the relevant statistics of 
this growth are set forth in the accompanying table. It shows that 
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Table 1. Federal budget expenditures for selected fiscal years 1792-1960 § Civi 
(in unadjusted dollars and in fiscal year 1958 dollars) 


Unadjusted Fiscal year 1958 
dollars dollars t 


Period and fiscal years* 
Millions Per capitat Millions Per capitat 


Post Revolutionary War: 

$12.7 $3.03 
10.2 2.35 
15.1 3.38 


14.1 
34.9 
46.9 
41.0 
49.1 
54.0 
38.2 
35.4 


OD 
OF 
NO KK YH 


8 
20 
31 
34 
32 
30 
21 
19 


22.9 | 67.0 
27.8 1.36 79.7 
57.3 2.72 161.0 
45.4 2.09 130.8 
45.1 2.02 135.0 
37.3 1.72 117.9 
47.7 2.01 137.5 


Sources: Data derived from ‘The Federal Budget in Brief, Fiscal Year 1960 (US. 
Bureau of the Budget); Annual Report of the Secretary of the Treasury, Fiscal Year 
1957 (U.S. Treasury Department); Historical Statistics of the United States, 1789- 
1945 (U.S. Department of Commerce); “Current Population Reports, Population 
Estimates,” Series P-25, No. 71, April 1, 1953, and No. 195, February 18, 1959 (US. 
Department of Commerce); “Wholesale Price Index, all Commodities-Yearly Aver- 
ages (1947-49 = 100), 1749-58” (U.S. Department of Labor, Bureau of Labor Statistics). 

“Periods covered relate primarily to wars. Fiscal years from 1792 through 1842 
ended December 31; since 1842 fiscal years end June 30. 

+Wholesale price index (Bureau of Labor Statistics) for fiscal year 1958 = 100. 

{Based on population of continental U.S.A. (including Armed Forces overseas 
1917-19 and 1940-60) estimated at midpoint of each fiscal year. 

§Indicates fiscal years within which fighting took place. 

||Wholesale prices are assumed to remain level from December 1958 through June 
1960. 
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$2.03 $ 188.9 $6.07 
2.08 199.1 6.24 
14.49 1,304.4 39.80 
21.27 1,609.7 47.90 
25.12 1,531.5 44.46 
36.78 1,911.0 54.16 
14.42 765.9 21.20 
9.67 589.9 15.96 
9.98 681.0 18.02 


1,440.2 20.13 
1,705.4 23.41 
2,200.4 29.68 
1,753.9 23.25 
1,720.0 22.38 


1,678.0 17.00 
3,514.0 34.00 
12,662.0 18,593.0 179.00 


18,448 .0 24,963.0 238.00 
7,926.0 75.00 
7,341.0 68.00 
6,175.0 56.00 


20,941.0 161.00 

21,173.0 161.00 

30,005.0 226.00 
34,046 .0 65,726.0 490.00 
79,407 .0 : 142,818.0 1,051.00 
95,059 167,949.0 1,220.00 
98,416.0 ' 171,456.0 1,231.00 
60,448 .0 102,281.0 727.00 
39,032.0 51,493.0 361.00 
33,069 .0 38,768.0 266.00 


45,620.0 308.00 
39,617 .0 ‘ 47,789.0 317.00 
44,058 .0 i 46,870.0 306.00 
68,778.0 441.00 


1960 Civil War: 
66.5 
— 
8 Spanish-American War: 
4 
33 World War I: 
24 
37 
SESE 
)2 World War II: 
5 
ation 1945§ 
1842 
00. Korea and cold war: 
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Unadjusted Fiscal year 1958 
dollars dollars 
Period and fiscal years* 


Millions Per capitat Millions Per capitat 


$74,274.0 $469.00 $79,865.0 $504.00 

421.00  72,795.0 452.00 

394.00  69,580.0 424.00 

399.00  70,413.0 422.00 

69,433.0 409.00  70,922.0 418.00 

71,936.0 416.00 71,936.0 416.00 

1959 est.!| 80,871.0 461.00  80,549.0 459.00 
1960 est.|| 77,030.0 431.00  76,723.0 430.00 


the long-run growth of the budget generally took place in steps 
after the major wars and emergencies in which the nation was 
involved. Expenditures increased substantially during each of 
these periods, declined after the emergency, but never dropped 
back to the pre-emergency level. Rather, after each war or emer- 
gency, expenditures were considerably higher than before. More- 
over, the increase in expenditure each time was greater than the 
increase in prices and the increase in population which might 
have taken place in the same period.? 

It is also true, although not shown in the table, that federal 
expenditures increased more than the national income or the 
nation’s total output of goods and services. In the years prior to 
the Spanish-American War, for example, the value of federal 
budget expenditures amounted to less than 1 per cent of the 
nation’s output. During World War II it reached close to 50 per 
cent. In the past fiscal year (1959) it was approximately 18 per cent. 
And this comparison excludes trust fund expenditures of the gov- 
ernment which are of more recent origin and have risen more 
rapidly, proportionally, than budget expenditures (particularly the 
social security and highway trust funds). 

In the light of this relative growth of federal spending (and, 


*Cf. Kendrick, A Century And A Half of Federal Expenditures, Occasional Paper 
48, National Bureau of Economic Research, Inc., New York, 1955. 
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correspondingly, federal taxing) the interrelationship of federal 
policies and the national economy has become closer and closer. 
It is no wonder that economic policy and budget policy are now 
considered together. 

How does one explain the tendency for recurring increases in 
federal expenditures which have taken place since the start of the 
Republic? Certain factors in explanation do seem to be reasonable. 
War periods have generally witnessed a breakthrough of previous 
peacetime concepts of what our people would accept as “limits” 
on taxes and on government centralization. Some of this break- 
through in our attitudes as to how much money and authority we 
would yield to central government extended into the postwar 
periods. Then too, the postwar periods saw higher expenditures 
for veterans and interest, reflecting the nation’s generosity to those 
who fought its wars and its wartime decisions to finance part of the 
costs of wars by borrowing. 

Other factors which also seem to be present include: 

1. The growth and development of the nation—first the west, 
then the growth of manufacturing industries, the encouragement 
of transportation media, and the increasing concentration of our 
population in urban areas. 

2. Rising costs and quality of what we buy. New inventions and 
technologies bring with them increased expenditures as we demand 
higher standards of government service in civilian activities to go 
along with higher levels of consumer living, and an up-to-date 
military establishment. As examples, look at our present highways 
compared with those of the past or at the missiles we now have 
compared with military weapons during World War II. 

3. The changing role and responsibilities of the federal govern- 
ment. This heading might cover our emergence as leader of the 
free. world and also the shift that has taken place from state and 
local governments to the federal government in various responsi- 
bilities and expenditures. 

4. The tendency of some governmental activities to endure for 
years after the reasons for which they were started are no longer 
applicable. They begin to serve other purposes, other clienteles, 
and it becomes extremely difficult to end them. 
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Conclusion 

The budget and decision-making process in the federal govern- 
ment forms a recurring annual cycle. It is obvious, however, that 
to be effective it has to take account of long-run factors and 
problems as well. 

In a nation like ours, the issues are complex, and desirable poli- 
cies may conflict with one another. The systems and processes we 
have established to get decisions made and the checks and balances 
of our governmental structure have served us well. Our task in the 
years ahead is to adapt our machinery and activities to changes in 
the times while we maintain the basic safeguards and objectives 
which have carried us this far. 
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Lindsley H. Noble 


Execution of the Federal Budget 


Budget administration within the various governmental units and 
agencies is a complex undertaking and often not unlike budget admin- 
istration in private industry. However, the federal executive is faced 
with restrictions and limitations on his authority which are not 
imposed upon his private enterprise counterpart. These restrictions, 
while designed in the general public interest, often create operational 
difficulties in budget administration. The execution of the federal 
budget involves establishing a plan and assigning responsibilities under 
the plan, granting authorities which must accompany responsibility, 
and establishing requirements as to full accountability for actions 
taken. If budget execution is to be successful, the budget itself must 
represent a soundly constructed document to which top management is 
dedicated. 

Mr. Noble is Deputy Assistant Postmaster General and Controller, 
Post Office Department. This paper is based upon a talk given before 
the Financial Management Institute in the fall of 1958. 


THE execution of the budget of most federal departments and 
agencies is by no means a routine operation. Except for purely 
administrative agencies, the activities of the federal government 
involve programs which are affected to a greater or lesser degree 
by changing economic and social conditions and relationships. To 
this extent the administration of a federal budget bears more 
resemblance to the budgetary problems faced by the private busi- 
ness executive than is generally realized. In addition to this, how- 
ever, the federal executive is hedged about with a vast host of 
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restrictions and limitations on his fiscal authority which, although 
designed in the public interest, frequently serve to make difficult 
a practical solution to an immediate problem. These restrictions 
are constitutional, legislative, and quasi-legislative; the last named 
include reports of Congressional Committees, Comptroller General 
regulations and decisions, and Bureau of the Budget regulations 
and policies. 

The Constitution clearly places the control of federal funds in 

the hands of Congress by the provision: “No money shall be drawn 
from the Treasury but in Consequence of Appropriations made 
by Law.” Commenting on this provision of the Constitution, 
Alexander Hamilton, more than one hundred and fifty years ago, 
made the following statement: 
The design of the Constitution in this provision was, as I conceive, to 
secure these important ends—that the purpose, the limit, and the fund 
of every expenditure should be ascertained by a previous law. The 
public security is complete in this particular, if no money can be 
expended, but for an object, to an extent, and out of a fund, which 
the laws have prescribed. 


While the intent of the constitutional provisions with regard to 
the expenditure of public funds seems clear enough, the practical 
application to the needs of a dynamic society has presented many 
problems from the earliest days of the republic to the present time. 

The history of the struggle between the legislative and execu- 
tive branches of the government in the use of funds to carry out 
the responsibilities of government is a fascinating one. The execu- 
tive branch has the responsibility for executing the laws, which, 
of course, requires the expenditure of funds. The Congress, on 
the other hand, has the responsibility for the control of the funds 
and is concerned to see that they are expended honestly, efficiently, 
and only for the purposes for which the laws intended. The efficient 
use of funds, however, under constantly changing circumstances 
requires flexibility, and over the years the executive branch has 
resorted to various devices to increase that flexibility. One by one, 
these have been eliminated or restricted by the Congress. This, 
however, is outside the scope of this paper. Readers interested in 
pursuing this subject further are commended to a monumental 
study in this area by Lucius Wilmerding, Jr., published in 1943 
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by the Yale University Press under the title The Spending Power. 

The execution of the budget, as in the successful achievement 
of any goal, requires three primary steps: (1) the establishment of 
a plan and assignment of individual responsibility under the plan; 
(2) granting of requisite authority to carry out the plan; and (3) 
full accountability for all actions taken. 


ESTABLISHMENT OF FINANCIAL PLAN AND 
INDIVIDUAL RESPONSIBILITY 


When the amount of appropriated funds available for the fiscal 
year is known, a detailed plan of their use should be established. 
This is commonly referred to as the “Financial Plan” and repre- 
sents a programming of the funds in terms of periods of time, 
activities or functions, and organizational responsibility. Much of 
this work can be done prior to the actual passage of the Appro- 
priation Act since the figures will be largely based on the Presi- 
dent’s Budget, which is submitted in January. The plan must 
conform to the appropriation and organization structures and be 
consistent with the amounts finally appropriated and with any 
limitations provided in the Act or indicated in the Appropriation 
Committees’ reports. 

The plan must also be updated to reflect substantive program 
changes as a result of new developments that may have occurred 
since the President’s Budget was established. It can also be affected 
by reorganizations, price level and other economic changes, and 
the need for establishment of budgetary reserves. Any radical 
changes from the presentation in the President’s Budget generally 
require clearance with the Bureau of the Budget and at least 
informal advice to the appropriation subcommittees concerned. 

Depending on the accounting system in use, the financial plan 
may be developed in terms of obligations, accrued expenditures, 
or costs. Since, except in the case of strictly business-type budgets, 
appropriations are made and must be controlled in terms of obli- 
gational authority, financial plans prepared on an accrued expendi- 
ture or cost basis must be brought down, at least in total, to obliga- 
tions incurred. Accrued expenditures are converted to obligations 
incurred by the addition or deduction of increases or decreases, 
respectively, in unliquidated commitments for which services have 
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not been received. Cost estimates require further adjustment to 
eliminate nonfund items such as depreciation accruals, changes in 
inventories, and transfers without reimbursement. 

Before appropriated funds may be obligated or spent, they must 
be apportioned by the Bureau of the Budget. Apportionments are 
usually in terms of calendar quarters. In activities of the public 
enterprise type the apportionment may be on an annual basis. The 
Bureau may establish budgetary reserves by withholding portions 
of appropriations from apportionment. The Anti-Deficiency Act 
(R.S. 3679) prohibits the apportionment of funds on a basis that 
would indicate the necessity for a supplemental or deficiency 
appropriation to complete the year at the level of activity estab- 
lished. A recent change in the law prohibits the head of the agency 
from even requesting an apportionment on a deficiency basis. In 
general, the only exception to this prohibition is in the case of 
legislation enacted after the passage of the Appropriation Act or 
when funds are needed for the protection of life or property. 
Where an agency has authority to spend reimbursements, such 
funds are likewise subject to apportionment. The Bureau of the 
Budget will never adjust apportionments retroactively. Funds are 
generally appropriated for and apportioned on a basis of obliga- 
tional requirements with the authority to egpte expiring at the 
end of the fiscal year. 

In 1958, the Bureau of the Budget established a requirement 
under Circular A-24 for the annual submission to the Bureau of 
a “Financial Plan” by each agency and subsequent monthly reports 
of progress thereunder. The plan to be submitted consists prin- 
cipally of the net cash disbursements that it is estimated will be 
made in each month of the fiscal year. This is a necessary device 
for the Treasury in anticipating total fund requirements. The 
agency’s own financial plan, which is developed in terms of obliga- 
tions, accrued expenditures or costs, provides the basis for project- 
ing net disbursements through appropriate adjustment for non- 
fund transactions and changes in working capital from month to 
month. 

The Post Office Department has adopted the term “Basic Tar- 
gets” for its own internal financial plan, which is developed on a 
different set of operating assumptions from the financial plan 
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called for by the Bureau of the Budget. The Department’s basic 
targets are intended to be built on assumptions of lower levels of 
mail volume than could be financed by the funds available, and 
on a generally optimistic level of productivity in terms of pieces 
of mail that will be handled per man-year of employment. By thus 
building a “tough” set of targets, management seeks to avoid the 
development during the year of a false sense of achievement and a 
resting on oars that might result from underruns of targets arising 
simply from failure of anticipated increases in mail volume to 
materialize or by meeting easy productivity goals. 

The construction of the Post Office Department basic targets 
begins at the post office level. The postmasters (except in the small- 
est offices) are required to submit in February their estimates of 
mail volume and man-hour requirements for each accounting 
period of the fiscal year which begins the following July. These 
estimates are reviewed in the fifteen regional offices, amended 
where necessary, generally downward, and converted into dollars 
of revenue and costs. The regional offices summarize these in terms 
of major accounts by quarterly periods and submit them to the 
national headquarters in April as preliminary basic targets for 
the region. Headquarters evaluates these estimates with great care, 
making further adjustments where necessary to conform with 
national program plans and over-all policies of conservatism in 
anticipation of mail volume and optimism in anticipation of 
improved productivity. The final summaries furnish the basis for 
computing the request to the Bureau of the Budget for quarterly 
apportionment of funds for the coming year. 

The regions are advised of the approved quarterly target totals 
in May and are required before the start of the year to complete 
the basic targets in terms of individual accounts, individual 
accounting periods, and individual major postal installations or 
groups of installations. Once established, the basic targets remain 
fixed throughout the year and are changed only in the event of a 
major reorganization, change in wage rates, or similar major 
occurrence. Soundly constructed targets of this nature furnish a 
useful yardstick for measuring operating results each accounting 
period, from the national level down to the individual post office. 
Deviations from targets must be explained in terms of changes in 
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volume or other pertinent factors. Comparison with targets should 
be more meaningful than comparison with last year’s figures 
because the variance from last year can be due to an abnormality 
of last year as well as an occurrence this year. The Department's 
basic targets are in terms of obligations incurred. Although it 
hopes ultimately to be on a true cost basis, the fact that 95 percent 
of its obligations are synonymous with costs provides good cost 
control at the obligational level. 


AUTHORITY TO SPEND 


Under the Anti-Deficiency Act the head of each agency is 
required to establish procedures for controlling obligations and 
expenditures and for fixing responsibility in the event of overrun 
of available funds. The Bureau of the Budget must formally 
approve these procedures, and, when approved, any violation of 
the procedures becomes in effect a violation of the Anti-Deficiency 
Act and must be reported to the President and the Congress. Will- 
ful violators are subject to fine and imprisonment. 

In general, most procedures established for controlling funds 
provide for the issuance of budgetary allotments by the top finan- 
cial official to the principal individual operating officials. The 
administrative regulations generally provide that allotments may 
not be issued in excess of apportioned funds, so.any overallotment 
would also constitute a violation of the Anti-Deficiency Act. 

Public Law 863, approved August 1, 1956, provides that in “the 
administrative sub-division of funds each agency shall work toward 
the objective of financing each operating unit at the highest prac- 
tical level from not more than one administrative sub-division for 
each appropriation or fund affecting such unit.” Achievement of 
this goal materially simplifies the administration of funds and 
greatly reduces the possibility of violation of the Anti-Deficiency 
Act. For administrative purposes, however, subdivisions of allot- 
ments are frequently made in establishing spending limits for the 
thousands of individuals that may be concerned at the operating 
level in the field. Overruns of such controls are not violations of 
law, but provision is generally made that the offenders will be 
subject to disciplinary action. 

In any dynamic program, and particularly one subject to the 
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play of economic forces, revisions in spending authority to indi- 
viduals must frequently be made. In general, these revisions should 
follow the same procedures used in the original establishment of 
the allotments or allowances and must be anticipated in advance 
as much as possible. 

If additional funds are required at one point and no reserves are 
available, management is faced with the problem of reprogram- 
ming or cutting back the level of expenditures. Transfers are some- 
times permitted between appropriations, and reapportionments 
between quarters may be made if no deficiency is left in any quar- 
ter. Supplemental appropriations may be sought where necessary 
but until they have been received the agency must gear its program 
to a level at which it will be able to finish the year with existing 
available funds. 

In the control of funds the Post Office Department issues budg- 
etary allotments to the fifteen Regional Operations Directors, one 
allotment being given for each of the Department's five appropri- 
ations. Each Regional Operations Director is then responsible 
under the Anti-Deficiency Act for living within his allotments, and 
any overrun of these allotments constitutes a violation of the Act, 
which must be reported to the President and the Congress. The 
Regional Operations Director carries out his responsibilities by 
issuing budgetary allowances to the postmasters and other respon- 
sible officials under his jurisdiction. These allowances are for the 
most part in terms of man-hours or vehicle-use hours. Care must 
be used in estimating average salary rates so that man-hour allow- 
ances may not in fact authorize expenditure of funds in excess of 
those available under the allotments. Postmasters who overrun 
their man-hour allowances are not subject to the provisions of the 
Anti-Deficiency Act but are subject to appropriate administrative 
action. 

The budgetary allotments given to Regional Operations Direc- 
tors are available to them quarterly on a cumulative basis. Funds 
not used in one quarter are available in succeeding quarters. How- 
ever, at the end of each quarter the Directors are required to re- 
appraise their financial needs and to advise headquarters if the 
funds available for the coming quarter are, in their opinion, too 
high or too low. Adjustments to the allotments are then made 
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accordingly, although a small margin of safety for contingencies is 
generally left available in the allotment, if the amount of the 
appropriation as apportioned by the Bureau of the Budget will 
permit. Adjustments are also made during the quarter, when neces- 
sary, upon submission of adequate justification. 


ACCOUNTABILITY 


Execution of the budget in conformity with predetermined 
plans cannot be achieved without prompt and adequate reporting 
to permit management to take appropriate action in the preven- 
tion of unauthorized deviations. The frequency of this reporting 
will generally vary according to the organizational distance which 
the person is from the point where the expenditure occurs. For 
example, in the Post Office Department, postmasters of the larger 
offices receive each day reports of man-hours expended on the 
preceding day. This information is essential to adequate control of 
their activities under the man-hour allowances granted to them. 
In the regional office, data are obtained from the biweekly pay- 
rolls and accounting-period (28 days) summaries. In the national 
headquarters, only accounting-period reports are used. Monthly 
reports are made to the Bureau of the Budget. Congress, on the 
other hand, gets quarterly reports from the Department on the 
status of appropriations. The importance of prompt reporting to 
management control cannot be overemphasized. 

The account classification must be integrated with the budget 
classification so the financial reports may show the progress under 
the financial plan. In addition, the data must be identifiable by 
organizational responsibility. To meet this need the account clas- 
sification must be in terms of a breakdown in which no account 
contains more than one activity or one organizational unit. The 
accounts can then be summarized readily by functions and/or by 
organization. 

Reports must be informative to management. Significant vari- 
ances must be highlighted and, if possible, explained. Graphic 
presentations should be used, if possible, and narrative kept brief 
and concise. Responsibility for variances from plans should be 
pinpointed. 

To make an effective contribution to management there must 
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be a very close working relationship between the finance staff and 
top management. Finance people must avoid the use of technical 
jargon and couch their statements in simple English. They must 
learn to emphasize the significant items and avoid cluttering up 
reports with details that are of interest only to accountants. 
Accounting is not an end in itself but is of greatest value when it 
helps management in the successful accomplishment of its mission. 
Financial management can make its greatest contribution by 
sound financial planning and forecasting the financial results of 
operating decisions before they are made. Successful budget execu- 
tion requires first and foremost a soundly constructed budget to 
which top management is dedicated. 
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James A. Miller 


A Cost-based Budget 


in an Agency 


The Atomic Energy Commission has married the traditional gov- 
ernmental fiscal accounting with industrial budgeting and budgetary 
controls. Emphasis is on measuring performance using cost as the basis 
of measurement, with the accounts maintained according to generally 
accepted accounting principles. This system developed when it was 
found that the allotment system and reports of obligations and expendi- 
tures were not an adequate basis for financial control in the Atomic 
Energy Commission. A prime advantage was that the cost systems in 
use by industrial firms operating under contract were able to be 
co-ordinated with the reporting of financial data and with the budget- 
ary process. 

Mr. Miller is Deputy Assistant Controller for Budget, Atomic 
Energy Commission. 


THE development of a cost-based budget for the Atomic Energy 
Commission and the administration of funds on the basis of costs 
were more a matter of necessity than choice. When the Commis- 
sion was established, it took over and continued the budget system, 
based on obligations and expenditures, developed by the Depart- 
ment of the Army. It was soon evident that the traditional allot- 
ment system and reports on obligations and expenditures were not 
an adequate basis for financial control. Of perhaps greater impor- 
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tance was the need for data reflecting program accomplishment for 
use by management. Beginning with the fiscal year 1947 and con- 
tinuing through 1950 the budgets were presented and justified to 
the Bureau of the Budget and the Congress in terms of obligations 
by programs and subprograms. Considerable difficulty was encoun- 
tered in presenting and justifying the estimates on this basis. The 
House Appropriations Committee also began to feel the inade- 
quacy of this approach to an understanding of our requirements, 
and in its reports on appropriation bills expressed dissatisfaction 
with the budget presentations in those earlier years. 

These problems of budget presentation and administration were 
due principally to the nature of the programs, the organization of 
the Commission, and its methods of contracting. The activities of 
the Commission include manufacturing, research and develop- 
ment, licensing and regulation, and co-operation with domestic 
industry and other countries. However, over the year, by far the 
major portion of the Commission’s budget has been for the produc- 
tion of special nuclear materials and atomic weapons. Increasing 
emphasis, however, is now being placed on the development of 
reactor concepts. 

Where a department or agency is organized along programmatic 
or functional lines, it is a relatively simple matter to develop a 
system of allotments, including the reporting of obligations and 
expenditures, by program or function. In that case responsibility 
for function and obligation of funds would normally rest in one 
unit. With only isolated exceptions, this condition does not exist 
in the organization of the Atomic Energy Commission. The organi- 
zation is headed by a five-man commission, with a general manager 
who is responsible for over-all administration. In addition to the 
usual staff divisions, including legal, personnel, security, finance, 
and the like, the organization of the Commission includes a “Pro- 
gram Division” responsible for co-ordinating and directing each 
of the major programs, as indicated by the following titles: (1) 
Division of Raw Materials, (2) Production Division (special nuclear 
materials), (3) Division of Military Application (development, test- 
ing, and production of weapons), (4) Division of Reactor Develop- 
ment, (5) Division of Research, (6) Division of Biology and Medi- 
cine (research), and (7) Division of Isotopes Development. This 
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phase of the organization follows the pattern of the budget and 
cost accounting classification. However, the function of these divi- 
sions is primarily one of management and not an operating one. 
The field organization is primarily geographical, and all twelve 
offices are responsible for some phase of at least two or more pro- 
grams. Some of them, such as the Oak Ridge Office, participate in 
all of the programs. Therefore, while Oak Ridge reports through 
the Production Division administratively, they are subject to pro- 
gram direction from each of the divisions mentioned above. 
Furthermore, many of the contracts, and most of the major man- 
agement-type contracts, cut across program lines. For example, 
one contract for the operation of the Oak Ridge complex includes 
the operation of both production plants and laboratories and 
includes work under all of the programs previously mentioned. 

It was, therefore, impossible to record, on any reliable basis, 
obligations or expenditures by program and much less by activity 
within a program. This procedure was tried for several years with 
the result that the major portion of obligations and expenditures 
were reported on a “prorated” basis. As a practical matter, in the 
absence of any better basis, the proration was predicated on the 
budget, and, therefore, in no sense did status-of-fund reports 
reflect a measure of performance by program or activity. 

The third complicating factor relative to our method of con- 
tracting is very important in this discussion. Unlike most other 
government agencies the Commission operates most of its facilities 
under management contracts with industrial firms or universities. 
Obligations are incurred annually, and cash is advanced from time 
to time. Therefore, the monthly trend in obligations and expendi- 
tures was of little or no value in measuring performance, evalu- 
ating the adequacy of funding, or determining the status of funds 
at any given time during the year. 

It should be noted that the foregoing discussion is applicable 
primarily to operating expenses and is not equally true regard- 
ing budgeting for and controlling capital outlays for plant and 
equipment. Therefore, the discussion which follows will deal pri- 
marily with the solution developed for financial control of oper 
ating funds and programs within the Atomic Energy Commission. 

The program in those early days was concerned primarily with 
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the manufacturing processes and was carried out in general under 
management contracts with large industrial firms. These firms, in 
line with the practice in their own operations, maintained cost- 
accounting systems of various types. These systems, however, were 
not co-ordinated, and it was not possible, therefore, to prepare 
over-all reports for the operations of the Commission as a whole. 
Under the leadership of Paul M. Green, who was then Controller 
of the Commission, and Lindsley H. Noble, Assistant Controller, 
a system was developed for reporting costs and financial data in a 
uniform manner. This provided the means for preparation of com- 
plete cost and financial statements for the Commission’s operations. 
The system was installed and in full operation by the beginning 
of the fiscal year 1949. Accounting data for 1948 was “recast” on a 
uniform basis so as to provide a comparable report for that year. 
The logical sequence was the recognition of the desirability of 
using this cost data in the budget process. 

After a short period of successful operation under the compre- 
hensive cost and financial accounting and reporting system, the 
question was raised as to the need for continuing allotments and 
reporting based on obligations by program and subprograms, 
particularly in view of the arbitrary basis for recording such 
amounts as were reported in the status of allotment reports. It was 
suggested by some that the allotment system and reporting of 
obligations be eliminated. Such suggestions, however, were based 
solely on the fact that the cost and financial reports furnished more 
complete and reliable data for management and control of the 
program. The proponents overlooked the fact that the Commis- 
sion, while primarily industrial, did not rely on revenues (as in the 
case of government corporations) but rather was funded through 
annual appropriations provided by the Congress and therefore was 
subject to control of obligations incurred and the provisions of 
the Anti-Deficiency Act. 

The solution was the development of a system based on control 
of program through costs with a simplified allotment system to 
control obligations to the extent necessary to comply with laws 
and regulations regarding the expenditure of federal funds. These 
two elements of control were integrated under a system of financial 
plans. 
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The financial plan consists of a statement of costs by program, 
reconciled to obligational authority required to fund the program. 
This is developed by adding to or subtracting from costs, the 
increase or decrease in inventories and goods and services on order. 
The total budget or financial plan for operating expenses of the 
Commission is prepared and presented on this basis. The details 
of this approach are as shown in the printed budgets for the fiscal 
years 1951 to the present. Table 1 is a condensed version of the 
“Program by Activities” as contained in the 1960 budget. 


Table 1. Condensed “Program by Activities” 1960 budget (in millions) 


1958 1959 1960 
Actual Estimate Estimate 


Accrued costs: 


Special nuclear materials ... . 568 561 581 
Reactor development ..... . 309 373 393 
Physical research. . ...... 91 129 151 
Biology and medicine. .... . 35 43 49 
Other programs ........ 95 = 102 
Total program costs ..... $2,130 $2,443 $2,533 
........ -28 —31 
Total program costs funded . . $2,097 $2,415 $2,502 


Changes in inventories, goods and 
services on order, and other working 


Total obligations. ...... $2,174 $2,454 $2,520 


The administration of the budget and control of obligations 
follows the same pattern. After enactment of appropriations an 
over-all financial plan for the year is developed within the limits 
of funds appropriated and consistent with the action taken by the 
Congress as expressed in the reports on the bill, and so on. In turn 
this over-all plan is broken down into individual plans for each 
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office or division having direct responsibility for execution of the 
program and for incurring obligations. These plans are issued only 
to offices having direct operating responsibility and are not issued 
to program divisions which are concerned primarily with co-ordi- 
nation and over-all direction and control. The plan for each office 
sets forth the annual cost ceilings for each of the major programs 
under which it has a responsibility. To this is added or subtracted 
the increase or decrease in inventories, in goods and services on 
order, and the like. Where one office has responsibility for costs 
and the obligation will be incurred by another office, the plans are 
adjusted by adding the amount of the transfer to the office incur- 
ring the obligation and subtracting a like amount from the obli- 
gational authority allotted to the office responsible for the cost. 
Under the system of financial plans outlined above, there is no 
allotment by program or activity. As in the case of most federal 
agencies, the Atomic Energy Commission’s appropriation contains 
limitations on personal services, travel, and the like. Therefore, 
within the total financial plan, separate allotments are issued for 
amounts subject to these limitations. The balance, which usually 
amounts to about 90 per cent of the funds made available to an 
office, is covered in a single lump-sum allotment. All allotments 
are apportioned on a quarterly basis to insure compliance with 
the overall apportionment approved by the Bureau of the Budget. 
Table 2 gives an example illustrating the relationship between 
the financial plan and allotments for an individual office. : 
This system, therefore, holds the control through allotments to 
the minimum necessary to insure compliance with limitations es- 
tablished by law. The real control of program and activities within 
programs is administered on the basis of costs by program and by 
individual activities or projects. (In fact, our system includes more 
than four hundred such accounts.) The office receiving a financial 
plan further distributes the costs by month. This projection of 
costs, together with the monthly reporting of costs on a comparable 
basis, provides management and the fiscal officers of the agency 
with an adequate tool for measuring performance and determin- 
ing the real status of funds. As an adjunct, there is a minimum of 
monthly reporting of obligations and expenditures by office, 
appropriation, and limitation. This reporting is necessary to 
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insure over-all compliance with the provisions of the Anti- 
Deficiency Act. 


Table 2. Financial plan, office “A”, fiscal year 1959 (in thousands) 


Approved plan 


Accrued cost: 


Special nuclear materials 
Weapons 

Reactor development 
Physical research 
Biology and medicine 
Other programs 


Total costs 
Revenues applied 


Net costs 
Changes in: 
Inventories 
Goods and services on order 
Transfers between offices, net 


Planned obligations 


Allotments 


Total 
allotment Apportionment by quarters 


1 2 ‘2 4 


$2,000 $2,500 $2,500 $3,000 
1,000 1,000 1,000 1,000 
Newspapers and 
periodicals 
Entertainment expenses 
98,000 20,500 60,500 9,000 
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The financial plans showing the cost ceilings are supported by 
detailed breakdowns which indicate the estimated costs for each 
activity or function within each major program. The monthly 
distribution of estimated costs are made in the same detail. Man- 
agement controls and program direction are based on the monthly 
review of actual cost experience as compared to projections with 
particular emphasis on overruns and underruns. Each monthly 
cost report submitted by field offices is supported by a narrative 
statement commenting on significant variances between estimated 
and actual costs. To facilitate management, individual items are 
consolidated into larger categories for the use of higher levels of 
management in the headquarters. However, the detailed informa- 
tion is available and used at the working level in the headquarters 
and by the managers of field offices. 

As in any program, the annual financial plan is by no means 
fixed. New requirements arise which must be funded from under- 
runs or actual cutbacks in other activities. On the basis of monthly 
costs and reviews of cost experience, revisions in plans can be and 
are made continually during the year. Whenever there is a signifi- 
cant change in the level of a major program, the financial plan and 
related cost projections by month are revised. 

Each office submits monthly the traditional status-of-funds report 
for each of the limitations for which funds have been allotted. 
These include a statement of funds available, amounts obligated, 
amounts expended, the unpaid obligations, and unobligated bal- 
ance. The reports are seldom, if ever, used by operating officials. 
They are used primarily by budget and fiscal personnel to insure 
compliance with approved apportionments. As the apportionments 
are based on the timing of major contract actions, a review of the 
variances from approved apportionments does focus attention on 
delays and the like in contracting, which is valuable information 
when considered in connection with cost trends. Of course this type 
of information on personal services, travel, and other smaller 
specific limitations is identical to that prepared and used under 
any traditional fund accounting and reporting system and is used 
within the Commission in the same manner and extent as in any 
other government agency. 

The discussion so far has been limited to the application of cost 
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and obligation controls within the Commission itself. At the gov- 
ernmental level, including both field offices and headquarters, the 
Bureau of the Budget and the Congress, the review of budgets and 
related actions as well as the controls are in terms of costs by activi- 
ties or functions coupled with over-all control of obligations. The 
cost-budget process and controls, however, are extended to contrac- 
tor operations, particularly under the management-type contracts. 

Fund controls are exercised through the contract itself which, in 
addition to establishing the fee for the contractor, sets the maxi- 
mum amount to which the contractor can commit the government 
during a specified period. These amounts are recorded as obliga- 
tions on the Commission books. ‘The amount to be covered in the 
contract is derived in the same manner as Commission budget, i.e,, 
costs plus or minus changes in inventories, outstanding orders and 
subcontracts, and so on. The responsibility for maintaining such 
commitments within the limits set under the contract rests with 
the contractor. 

Generally the contract periods do not coincide with the fiscal 
year, and most of them are long-term contracts which are extended 
annually on an October 1 to September 30 basis. However, budg- 
ets and financial plans for each contractor are developed for the 
fiscal year. The funding of the contract extending beyond the fiscal 
year is carried as “Goods and Services on Order” in budgeting and 
accounting. 

In addition to the limit on the amount to be committed, the 
contractor operates under financial plans for each fiscal year similar 
to those outlined above for A.E.C. offices. In fact the latter are, 
for the most part, a consolidation of the plans for contractors 
operating under the cognizance of that office. These plans set 
forth cost ceilings by program and so forth, and control is main 
tained by monthly comparisons of actual costs against projections 
made by the contractor. 

While the formal reports submitted for consolidation by the 
Commission are in terms of costs by activity or function, the con- 
tractors do budget and control in terms of cost elements (labor, 
materials, burden, etc.) by cost centers (departmental or other 
organizational units). Upon receipt of program assumptions the 
contractors set up estimates on the basis of organizations, employ: 
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ment materials, and the like, necessary to carry out the program. 
In most cases these follow industrial-type budgets with monthly 
reporting on the same basis for review by management at the con- 
tractor level. Broadly speaking, the review and control of con- 
tractors’ operations in terms of “elements of cost” and “‘cost cen- 
ters” is limited to the contractors’ own management staff and that 
of the Commission’s office immediately responsible for supervision 
of the contract. However, while the basic data in budgets and cost 
reports are in terms of functional or activity costs, supplemental 
data relating to contractor staffing, major subcontracts, and the 
like, is submitted and considered in the process. 

The financial plans and fiscal controls for construction, which is 
funded under a no-year appropriation, are based primarily on 
obligations. This is due to the fact that the total cost of a given 
project and funds available for placing contracts are more signifi- 
cant than the costs incurred during any given fiscal period. How- 
ever, here again, allotments are held to a single amount for the 
office for the year. The financial plan sets forth the details by 
project. There is also a detailed reporting of costs by project 
which in conjunction with engineering reports provides a basis 
for evaluating progress and the status of funds month by month. 

In summary, the system of the Atomic Energy Commission con- 
stitutes a “marriage” of traditional governmental fiscal accounting 
and controls with industrial-type budgeting and budgetary con- 
trols. By placing major emphasis of program control and measure- 
ment of performance on the basis of costs, managemnt and fiscal 
officers of the Commission have a far more effective tool. In addi- 
tion, “fund” accounting and reporting are substantially reduced, 
and accounting and reports, based on purely arbitrary distributions 
and adjustments, are eliminated. Instead, there is reliance on a sys- 
tem of accounts and reports developed and maintained in accord- 
ance with generally accepted accounting principles. 
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Committee on Governmental Accounting 


Cost Control in the 


Federal Government 


This statement was prepared by the Government Operations Sub- 
committee, Committee on Governmental Accounting of the District of 
Columbia Institute of Certified Public Accountants. The committee 
consisted of the following: Winson Jones (Committee Chairman), Mar- 
vin B. Hopkins (Subcommittee Chairman), Harry E. Howell, Oscar 


Olson, John Payne, and Richard R. Reidenbach. 


I. INTRODUCTION 


For a number of years prior to the passage of Public Law 863 in 
1956, there was much discussion and controversy both in and out 
of the Federal government concerning the merit of the two prin- 
cipal provisions of the legislation, namely (1) cost-based budgeting 
and (2) accrual accounting. Progress has subsequently been made 
toward implementing the provisions of Public Law 863 (the budget 
for the fiscal year 1959 included 98 cost-type presentations out 
of a total of more than 500 current appropriations); however, the 
overall program to institute the new procedures has not advanced 
as rapidly as warranted. Even more important, there is some ind: 
cation that the legislative review of agency budget presentations 
is not giving proper emphasis to and agency management is not 
deriving the fullest advantages from the improved reporting sys 
tems now available in a number of government operations. 
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Progress toward securing the significant advantages to be 
derived from the application of modern control techniques to 
governmental operations has not been as rapid as it might have 
been. There is an urgent need for achieving better understanding 
on the part of departmental officials and members of the Congress 
| of the substantial advantages to be derived from such techniques. 
In this regard, it should be clearly understood that the primary 
emphasis should be given to employing such techniques toward 
achieving more effective managerial control over operations as 
opposed to merely changing the bookkeeping procedures. 


II. BACKGROUND OF ACCOUNTING AND BUDGETING 
IN THE FEDERAL GOVERNMENT 


To comprehend the present need for and advantages to be 
obtained from cost budgeting and accrual accounting, it is first 
necessary to understand the historical role of accounting in the 
Federal government and to recognize the tremendous financial and 
budgetary control problems now associated with governmental 
operations. 

Financial control problems in the Federal government were of 
a minor nature for the first one hundred fifty years following the 
nation’s founding. Due to the very limited expenditures required, 
simple fund procedures offered a reasonably adequate basis of 
accounting. With the growth of the nation, budget and revenue 
problems at times became acute, especially in periods of war; 
however, it was not until 1913 that the first major revenue meas- 
ure, the Federal income tax law, was enacted. Even though World 
War I necessitated rather heavy Federal expenditures, the financial 
problems of the government were still rather limited as late as 
1930. At that time, the Federal debt was only $16.2 billion and 
annual Federal expenditures only $3.4 billion. 

Prior to 1921, no agency of the government was charged with 
the responsibility of preparing anything approaching an organized 
budget for the Federal government as a whole. Under the fiscal 
procedures then in existence, each agency prepared an annual 
estimate of funds required. The agency estimates were then 
brought together in a “book of estimates” by the Secretary of the 
Treasury and presented directly to the House of Representatives. 
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The office of the President had no facilities nor staff for controlling 
or directing the financial administration of the government. The 
Budgeting and Accounting Act, 1921, provided for the first 
time for a national budget system and required the President to 
submit to Congress an annual budget of estimated receipts and 
expenditures. 

The advent of counter-depression measures during the 1930's 
and the later cost of World War II were the two contributing fac. 
tors most responsible for the present day structure of the Federal 
budget as well as for the size of the national debt. Since the Con- 
gress has the primary responsibility for enacting revenue measures 
and for approving expenditure programs, it is only natural that the 
development of accounting and budgeting in the government 
must be closely related to wishes of that body. 

Very few governmental programs are considered to be self 
supporting. That is, most governmental programs can be termed 
expenditure programs, the financing of which depends upon 
expenditure authority approved by the Congress. The actual funds 
for financing such programs come generally from Federal taxes or 
Federal borrowing. For the must part, the taxes assessed do not 
have a direct relationship to the benefits to be received or service 
provided. Stating it another way, the individuals or sectors of the 
economy deriving direct benefits from an activity, such as the agri- 
cultural subsidy program, do not pay special taxes or assessments 
directly related to the benefits received. (A major exception to this 
is the postal service.) 

In the process of appropriating funds for an individual govern. 
mental agency or program, Congressional review has been limited 
in effectiveness due to many factors including: 

(1) The nature of our political-economic system has generally 
contributed to strong support for expenditure programs, while 
the financing of such programs has often been considered quite 
another matter. 

(2) The historical system of governmental accounting ha 
more often obscured rather than revealed costs of ‘Operation with 
respect to specific programs. 

(3) The budget process of appropriating funds on an oblige 
tion basis has not involved relating results obtained with funds 
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expended or costs incurred in any one year. This has resulted 
from the fact that, under the obligation system, the annual carry- 
over appropriations of prior years, and inventories and other 
resources on hand at the beginning of a fiscal year have not been 
accorded the consideration warranted in approving new spend- 
ing authority. Under the system followed, it has been possible 
for the Congress to cut the budget of an agency, yet find that the 
agency subsequently spent more money than was originally 
forecast. 

The shortcomings of the obligation system of Federal budgeting 
is best illustrated by citing the relationship of the annual budget 
to total governmental resources. As was mentioned previously, the 
budget presented to Congress annually is merely a proposal for 
new spending authority. For the most part, the planned use of 
assets on hand as well as remaining unexpended appropriations of 
prior years does not require positive action on the part of the 
Congress incident to reviewing and approving the new budget. 
The significance of this type of review is highlighted by citing the 
dollar amounts of these three factors for a recent period: 


Federal budget—1958 fiscal year $ 73.3 billion 


Appropriations and other obligating authority 
carried forward from prior years $ 70.0 billion 


Governmental assets on hand (per physical 
_ property inventory June 30, 1956) 
Real property $ 56.1 billion 
Personal property—inventories 65.4 billion 
Personal property—other assets 113.5 billion 


$235.0 billion 


In reviewing the 1958 budget requests, the Congress largely 
restricted its attention to the $73.3 billion of new spending authori- 
ty, giving little attention to the control and use of inventories and 
other assets assigned to the various agencies and departments, as 
well as the carry-over appropriations from prior years. Agency 
personnel have likewise largely limited their concern and atten- 
tion to the spending authority being sought. The net result of 
this approach has been to place controls in government operations 
at the point of purchase or order placement with little or no sub- 
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sequent control over the effective utilization of resources or assets 
acquired. The absurdity of this approach is illustrated by relating 
its application to a large industrial corporation. It would be tanta- 
mount to such a corporation concerning itself only with the 
process of purchasing additional materials and supplies, with little 
or no consideration given to the proper application and utilization 
of inventories, plant, equipment and other assets already on hand. 

It is evident that the attainment of more effective governmental 
operations would be considerably enhanced by the introduction 
and use of a system of budgeting and accounting that is concerned 
with total resources and costs applied, and not just to the assets and 
costs covered by the current year’s budget for new spending 
authority. Surely the control over government owned real and 
personal property aggregating $235 billion must be considered the 
very minimum requirement of any adequate system of financial 
administration. 


Ill, ACCRUAL ACCOUNTING SYSTEM 


One of the basic postulates of modern accounting is that in 
order to properly reflect operating results (revenue and expense 
for a given period) and to adequately control assets and reflect 
financial position, all significant transactions must be recorded. 
For many years, private enterprise has recognized this basic prin- 
ciple and has given effect to it through the use of “accrual account 
ing” methods. In contrast, government agencies generally have 
followed the practice of controlling funds through a system of 
budgetary accounts which involve recording transactions largely 
at the time orders for goods or services are placed. Accrual account 
ing provides for the recording of revenue as earned and reflecting 
expenses at the time the goods and services are consumed or placed 
into service regardless of when orders are placed or payment is 
made. 

The desirability of further development of accrual accounting 
in the Federal government was recognized in Public Law 863 by 
the provision that each executive agency shall maintain accounts 
on an accrual basis. Some of the essential data which can be devel 
oped from an accrual accounting. system are: 

a. Cost accounting data whereby the cost of performance can 
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be obtained. This makes it possible to relate costs incurred to 
the amount of work produced. It also provides data for compari- 
sons with standards of other agencies or of the same agency for 
prior periods. Only through the use of cost data as a means of 
control can financial management reach its maximum potential. 

b. An adequate basis for safeguarding and controlling 
resources. 

c. Accounting support for budget estimates. Adequate pro- 
vision can be made for the preparation of analyses which will 
give a full disclosure of operations. This will give reviewing 
authorities a basis for evaluating and understanding program 
requests. 

d. Financial reports stated in meaningful terms and related to 
the specific needs of all levels of management. 

Factors to be considered in designing an accrual accounting system 
are set forth in the ensuing paragraphs of this part. 


A. Type of System Most Useful 


In order to attain maximum usefulness, an accrual accounting 
system must be tailored to each agency’s management and account- 
ing requirements. There can be no standard system developed 
which will meet all of the needs of varied types of operations. In 
designing a system, consideration must be given to programming, 
alignment of responsibilities, management concepts, and objec- 
tives. Because management officials are the most familiar with 
these considerations and will be the principal users of the data 
provided, it is essential to obtain their advice and cooperation if 
the system instituted is to be useful. 


B. System Must Provide a Measure of Costs 

The prime objective of any effective accounting system is that it 
should facilitate managerial control of operations. To control costs 
there must be a unit of measurement which will permit an objec- 
tive evaluation and comparison of results or work produced. In 
most government operations, units of measurement or indicators 
can be developed for programs, missions, projects and functions. 
Obviously, certain operations such as government industrial plants 
lend themselves much more readily to work load measurement 
than would be the case for regulatory or administrative agencies. 
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As a practical matter, the operations of many government agencies 
would involve cost measurement factors ranging from perhaps 
standard costs to limited overall economic indicators for the various 
sub-organizational units. However constituted, the work load 
measurement factors should be related to the funding structure 
and the accounting system should be compatible with the overall 
budgetary structure. 

Programs, missions and functions alone do not reflect desirable 

cost objectives unless they are related to areas of management 
responsibility. The accounting system should therefore reflect ona 
consumed basis the cost of programs, missions and functions for 
the various areas of management responsibility. This is especially 
important in a government operation where some of the profit 
incentives for control are missing. The things to do, therefore, in 
establishing an accounting system are (1) identify the major func. 
tions or missions (2) divide these functions or missions into activi- 
ties and (3) establish such breakdown of activities as are needed for 
proper management. This should provide the framework for the 
expenditure aspects of the budgeting, accounting and reporting 
systems. 
_ An ideal accounting and reporting system should provide cost 
data at the lowest level of operations measured by the programs, 
missions, functions or product. Successively at each higher level of 
management the data should be summarized so that sufficient data 
is provided for exercising control in keeping with responsibility 
assigned. For top level management, overall costs of the missions, 
functions or product should be presented in sufficient detail to 
reveal the performance of each principal area of responsibility. 


C. System Should be Compatible with the Budget 

Costs derived from the accounting system measure performance, 
whereas the budget consists of a predetermined financial plan. 
Both are essential and inseparable management devices for con- 
trolling operations. Both are interdependent and so intermeshed 
in objectives that it is only elementary that both should be com- 
patible in structure. The accounting system should provide the 
means of measuring progress in terms of budget forecasts and also 
the means for making comparisons of performance with planned 
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objectives. This can only be attained where budgeting and account- 
ing are fully coordinated and integrated. 

The accounting system should support the budget and financial 
data for budgetary and accounting purposes should be presented 
in the same classifications or units of measurement. That is, each 
should present costs in terms of programs, missions and functions 
with as much detail as is necessary for proper guidance. 


D. System Should Not be too Detailed 


No attempt should be made to design an accounting system to 
answer every conceivable management need for cost detail. To do 
this would make the system so cumbersome and the cost of opera- 
tion so exorbitant as to offset all benefits. One time need for 
detailed information should be met by analysis or sampling of 
underlying data and not by a routine built into the system. By 
having. management officials participate in the initial develop- 
ment of the system, they will gain a better appreciation of the 
statistical and financial data available, and requests for special 
information will be correspondingly reduced. _ 


IV. BUDGETING IN THE FEDERAL GOVERNMENT 


Until fairly recent years, the Federal government’s annual 
budget consisted of estimates of obligations to be incurred during 
the year, analyzed by so-called expenditure objects, such as per- 
sonal services, supplies, equipment, etc. The undue attention 
directed to the objects of expenditure often resulted in over- 
looking the size and need for the programs themselves. Let us look 
at this method of budgetary presentation and see what it had to 
offer. The Appropriation Committees of the Congress had only 
limited information on which to evaluate the objectives to be 
attained other than the general mission of the government unit 
concerned. It was therefore difficult to determine the proper 
amount of funds required for a given program. The only basis 
available to test the reasonableness of such a budget was to make 
a comparison with prior years’ budgets. However, there was no 
way of assuring that the prior years’ budgets were reasonable. 

After funds were appropriated by the Congress, the agencies set 
up controls mainly to assure that obligations were not made in 


“ies 
aps 
ous ; 
oad 
ure 
rall 
ible 
ent 
ma 

for 
ally 
rofit 
in 
tivi- 
| for 
ting 
cost 
ams, 
el of 
data 
vility 

ions, 
il to 
ty. 
ance, 
plan. 
con- 
com- 
e the 
1 also 
nned 


58 THE FEDERAL ACCOUNTANT 


excess of available funds. However, little or no distinction was 
made between the purchase of material and supplies which were 
to be consumed immediately and those which would be available 
for future use or delivered in future years. This method of budget 
preparation resulted in serious control deficiencies and made it 
very difficult for management to effectively discharge its responsi- 
bilities. 

Budgeting is an instrument of management on which a price tag 
can be placed and a measure of accomplishment can be deter. 
mined. Accountants should render every possible assistance and 
be responsible for the correctness of the presentation and account 
ing treatment of financial data underlying the budget. However, 
the primary responsibility for formulation of a budget must rest 
with management. Those who are responsible for the accomplish 
ment of the operating program must participate in the preparation 
of the related financial plan. 


V. THE COST-BASED BUDGET 


The major weakness of the Federal budgetary system has been 
the failure to develop the budgetary processes to a point where 
they could be useful for management control and planning pur 
poses. The advent of the cost-based budget has provided a means 
for overcoming this weakness. 

A cost-based budget is an operating plan which has been devel 
oped and stated in terms of costs to be applied during the period. 
Such a budget should be fully compatible and integrated with the 
accounting system. One of the functions of a budget is to provide 
a means for evaluating what has been done, as well as to project 
future results. It must be a specific and understandable plan of 
action stated in terms of dollars. A budget which does not provide 
for comparison between planned and actual results is of little value 
to management and reviewing authorities. 


A. Preparation of a Cost-Based Budget 

For the purpose of describing the preparation of a cost-based 
budget, an agency request for regular operating funds will be used 
It will be assumed that an adequate accounting system has been 
provided with activity or program classifications consistent with 
the proposed budget presentation. 
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The first step in preparing a cost-based budget involves a deter- 
Were} mination of the work load or quantity of products or services to 
be provided or produced by the agency for the budget year. This 
udget would be equivalent to a commercial organization projecting 
t® volume requirements on the basis of sales forecasts. It is of the 
pons § utmost importance that the level of operations forecast be carefully 
determined and that the final work load figures used in the budget 

ce be firmly supported. 
Once the program and level of operations have been established, 
the related work units or other work measurement statistics should 


ount § be projected. Where the governmental unit produces an end 
vevel,§ product, the various expense or cost classifications will be deter- 
st rest} mined simply by multiplying the bill of materials, labor and over- 
iplish head schedule by the units to be manufactured. Where a service 
ration® is rendered (as opposed to a manufactured product), a comparable 

work unit will have to be determined and related to the volume of 

services underlying the budget. In short, regardless of the mission 

or work program at hand, some meaningful measurement unit 
5 bene ated in terms of cost should be used to project expense classifica- 
~ tions to be included in the budget. 


mean} B. Resources Available for Application to Cost 
In determining the method of financing costs, the resources 
devel-§ which are available for application to costs (other than appropri- 
yeriod § ations) must be carefully estimated as they will affect the amount 
ith the of appropriation required. The common types of resources avail- 
rrovide} able for carry-over from year to year are (1) inventories (2) unde- 
project livered orders (3) advances on contracts and (4) work in process. 
lan off It is just as important to account for and utilize resources which 
rovide have been acquired from appropriations of other years as it is to 
e value plan the use of current appropriations. 

Inventories are one of the resources carried over and are com- 
mon to most agencies. This resource poses few problems in agen- 
cies in which the inventory level remains relatively constant from 


i year to year. However, in certain agencies, inventories on hand 
¥ ben run into many millions of dollars and will vary greatly depending 
7 with upon delivery date of long lead time items, issues for consumption, 


etc. This may be further complicated by the geographical location 
of inventories in this country and abroad. Under these circum- 
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stances very careful planning is required. Such plans must include 
detailed information as to the programs being planned, long lead 
time items to be ordered and expected delivery dates. Changes in 
level of operations may also entail changes in inventory level. 

Another major resource is undelivered orders, i.e., contracts and 
orders outstanding at the year end for which delivery of material 
or services will be made in future fiscal years. In agencies where the 
amount of undelivered orders is relatively constant, few problems 
are encountered. However, in agencies where programs are con- 
stantly changing and large undelivered orders for long lead time 
items are the rule rather than the exception, the problem becomes 
acute. Here again it is necessary to have intimate knowledge of 
the programs to be carried out if an intelligent estimate is to be 
made. An analysis of program plans must be made and such things 
as delivery of materials ordered, contract completion dates, etc., 
must be carefully evaluated. 

Other forms of resources, such as advances, work in process, and 
other miscellaneous resources can be evaluated in much the same 
manner as inventories and undelivered orders. The budgeting of 
resources to be carried over is one of the more important aspects 
of the cost-based budget and admittedly it represents an area where 
considerable variance between estimates and actual is possible. 
However, the knowledge gained through the type of analysis and 
evaluation required will be a valuable aid to management in 
planning and discharging its responsibilities. 

C. Problem Areas in Cost-Based Budgeting 

We would like to discuss some of the problem areas which are 
encountered in the preparation of cost-based budgets. Some of 
these areas require Congressional action to resolve, some can be 
resolved by the Bureau of the Budget and other cognizant agencies, 
and some can be resolved through coordinated effort within the 
various agencies. 

Time element—lIn order to meet required deadlines, some agen- 
cies begin the preparation of a budget approximately eighteen 
months prior to the beginning of the budget year. This introduces 
two basic areas in which difficulties may be encountered and must 
be resolved. (1) It becomes imperative to establish long range plans 
relating to the expected work load level; (2) in order to place a 
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dollar amount on the long range plan, unit costs, prices and related 
factors must also be projected. However, for the initial stage of the 
budget preparation the current fiscal year has not ended and 
actual current costs are not available. For some activities it may 
be possible to employ standard costs or other predetermined base 
cost figures. It may be that costs for the latest calendar year or for 
the latest four quarters can be used provided that unusual or 
abnormal factors affecting such costs are properly excluded. Before 
presentation of the budget in its final stage, costs should be 
reviewed and compared with costs used as a basis for preparation 
of the budget in its initial stage. If this review reveals major differ- 
ences adequate investigation should be made and adjustments 
incorporated in the budget where warranted. 

Base and program changes—Under the obligation basis of budg- 
eting, it generally was not possible to relate funds requested with 
work to be performed in the budget year. A cost-based budget 
automatically provides such information along with the necessary 
controls governing new purchase commitments. One of the his- 
torical methods of appraising an agency budget was to compare 
the funds requested for the budget year with the funds authorized 
for the prior year. Under the cost-based budget, this comparison 
would entail reviewing the resources on hand together with the 
costs to be incurred for the two years. Perhaps more important, 
the program, the work load and the operating level forecast must 
also be scrutinized and properly considered. Estimates for the 
budget year and the current year together with actual cost figures 
for the prior fiscal year should be shown. This affords an oppor- 
tunity to re-cast current year cost estimates and changes in resources 
carried over in order to reflect any necessary changes in cost or 
change in resource estimates made necessary by changes in the 
operating plan. 

Program changes consist of new activities or expanded activities 
which result in increased costs or increase in selected resources or 
a combination of both. An effective cost-based budget consists of 
costs and changes in selected resources and in determining what 
constitutes a program change the two elements must be considered 
as a whole. For example, let us assume that the cost level will 
remain substantially the same for the budget year and current year. 
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However, in the budget year the inventory level will be decreased 
and thereby less funds will be required. No program change has 
occurred. The costs remain the same and the amount of budgeted 
resources on hand decreases. 


D. Justifications in Terms of Cost 

All changes in the level of operations should be justified on a 
cost basis. When it becomes necessary or desirable to reduce an 
appropriation request, it can be done in an orderly manner by 
determining the programs which must be cancelled or curtailed. 
The costs covering such programs should be identified if possible 
and deducted from the estimated costs included in the budget. In 
discussing the yearly budget and presenting justification to the 
Bureau of the Budget and the Congress, such discussions should 
be made in the following order: 

(1) Total costs to be incurred 

(2) Changes in inventories and other resources on hand 

(3) Changes in unfilled orders and contracts 

(4) Appropriation requirements 
This is in consonance with the recommendations of the Hoover 
Commission and the hearings leading to the passage of Public Law 
863. Controlling and accounting for resources on hand is just as 
important and should be so considered, as controlling and account- 
ing for appropriated funds. 


E. Reimbursable Programs 

The amount of work performed by government agencies for 
other agencies and departments on a reimbursable basis is increas- 
ing. There are two distinct problems posed by such activities, 
namely (1) the justification of the need for the service by the pro- 
curing agency and (2) the substantiation of the costs incurred by 
the service agency. Where it is feasible to maintain records specifi- 
cally identifying the costs related to the service or product pro- 
vided, few problems are encountered with respect to the latter. 
However, a large number of reimbursable programs must of neces- 
sity be carried on concurrently with an agency’s regular operating 
program. In such cases, it may not be practicable to attempt to 
segregate each element of cost applicable to the reimbursable pro- 
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gram. In lieu thereof, the amount of the reimbursement required 
may be computed by statistical sampling techniques or determined 
by making an overall estimate of direct and related indirect costs. 

In the budget of the procuring agency, adequate justification 
should be furnished supporting the level of the service to be pro- 
cured. Moreover, the budget review should include an evaluation 
of the economic desirability of securing such services from alter- 
native sources outside the government. The budget of the service 
agency should correspondingly provide adequate substantiation 
for the costs to be incurred relative to furnishing such services. If 
such costs are not budgeted and justified by the service agency, 
there is a good possibility that no meaningful justification will 
be supplied. It is recognized that in some instances it will not be 
practicable for the service agency to attempt to budget work to be 
performed for other government units, particularly where special 
non-recurring projects are involved. 


F. Donations 


It frequently happens that government agencies have on hand 
inventory, equipment, etc., for which there is no present need. In 
certain cases, such assets are transferred on a non-reimbursable 
basis to other agencies. The material transferred may either be 
added to inventory or placed directly into use. The accounting 
system should provide financial information on the value of dona- 
tions in and out. In building a cost-based budget, donations should 
be reflected as costs or as changes in resources depending upon 
whether they are placed in inventory or immediately consumed. 


G. Budget Presentation 

The format for the budget presentation should be in two parts: 

(1) Determination of requirements in terms of costs. All costs 
to be incurred should be included and no distinction should 
be made as to reimbursable programs, costs generated from 
donated assets, etc. 

(2) Resources available and required. All resources available 
for application to cost should be shown. This includes 
changes in inventories and other assets, reimbursements and 

donations anticipated, and the amount of appropriated funds 
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required. When higher inventories are anticipated for the 
budget year as compared with the past year, the increase 

- should be justified. 
A top summary schedule of a cost-based budget under the present 


obligation basis of appropriations might appear as follows: 


Current Budget 

Past Year Year Year | 

PROGRAM BY | 

ACTIVITIES 

Program A...... $ 4,420,000 4,430,000 4,432,000 
3,380,000 3,382,000 3,382,000 

3,360,000 3,355,000 3,350,000 
Program D...... 3,350,000 3,360,000 3,365,000 
3,340,000 3,335,000 3,330,000 
3,325,000 3,330,000 3,328,000 
21,175,000 21,192,000 21,187,000 
CAPITAL ASSETS... 500,000 1,000,000 2,000,000 

21,675,000 22,192,000 23,187,000 I 

DEDUCT UNFUNDED 

COSTS 
Depreciation ..... 700,000 750,000 800,000 
20,975,000 21,442,000 22,387,000 

INCREASE (—DECREASE) 

IN RESOURCES g 

Change in inventories . —100,000 400,000 — —250,000 ai 

Change in undelivered 

Resources donated 

Reimbursements —2,000,000  -3,000,000  -1,500,000 

-2,600,000  -2,600,000 -1,950,000 § im 

IC 

APPROPRIATION OF 

REQUIRED ..... $18,375,000 $18,842,000 $20,437,000 be 
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the VI. ACCRUED EXPENDITURE APPROPRIATIONS 
ase At this writing consideration is being given to placing govern- 


mental appropriations on an “accrued expenditure” basis as 
ent opposed to the present obligation basis. This change in the appro- 
priations procedure has the support of the Second Hoover Com- 
mission and many other investigative groups that have studied 
Federal fiscal practices. Under the Hoover Commission proposal, 
more emphasis in governmental budgeting would be given to the 

mer. point of actual receipt of merchandise or services. 
While the advantages inherent in the accrued expenditure 
basis of appropriations would seem to merit the support of an 


00 informed citizenry, certain facets of the total financial control 
yp problem should be borne in mind. 
100 A. It is practicable to employ cost-based budgeting techniques 
00 under both the “obligation” and “accrued expenditure” bases 
000 of appropriation. 
_ B. The application of the “control” concept to governmental 
000 operations is completely feasible within the present framework 
000 of the government's fiscal structure, provided that adequate 
ar Congressional support and executive direction are present. 
000 In essence, the introduction of modern financial management 
techniques to governmental operations need not and should not 
000 be deferred. 


VII. SUMMARY 

,000 With the over-all expansion of the country and the probable 
* | continuance of international tensions, it appears that demands for 

government services may continue to increase. Attendant to the 


,000 anticipated increase in governmental programs, there is every 

indication that salaries and other costs of operation will probably 
ae: continue upward. This, together with the mounting national debt, 
1.000 makes it imperative that more effective financial and management 
1,000 control techniques be employed in Federal government operations. 


ae Accounting and budgeting can and should play an increasingly 
9,000 important part in the development of improved and more econom- 
—_ ical methods. However, an overnight improvement in government 
Operations as a result of changes in financial procedures should not 
be expected. Changes of a bookkeeping or procedural nature will 
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not alone bring about the needed financial management improve- 
ments. Along with these measures, it is essential that both the 
executive and legislative branches of the government give greater 
emphasis to the techniques inherent in the “control” philosophy 
which has contributed so much to the outstanding performance 
of our system of free enterprise. It would be most unfortunate if 
the commercial accounting and budgeting procedures were insti- 
tuted without concurrent emphasis being given to the manage- 
ment control aspects of government operations. While the financial 
procedural changes will enhance the prospects of attaining more 
effective operational control, such procedures alone will not auto- 
matically produce the desired results. 
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Cost-based Budget Provisions 


Excerpts from the Budget and Accounting Act, 1921 and the Budget 
and Accounting Procedures Act of 1950, as amended by Public Law 
863, 84th Congress, and Public Law 85-759. 


BUDGET AND ACCOUNTING ACT, 1921 


Sec. 201. (a) The President shall transmit to Congress during the 
first fifteen days of each regular session, the Budget, which shall set 
forth his Budget message, summary data and text, and supporting 
detail. The Budget shall set forth in such form and detail as the 
President may determine— 

(1) functions and activities of the Government; 

(2) at such times as may be practicable, information on pro- 
gram costs and accomplishments; 

(3) any other desirable classifications of data. 

(b) Whenever the President determines there has been estab- 
lished a satisfactory system of accrual accounting for an appropri- 
ation or fund account, each proposed appropriation thereafter 
transmitted to the Congress for such account pursuant to the pro- 
visions of this Act shall be accompanied by a proposed limitation 
on annual accrued expenditures. The President may include in the 
Budget with any such proposed limitation on annual accrued ex- 
penditures, proposals for provisions authorizing the head of a 
department or establishment to make transfers, within his depart- 
ment or establishment, between such limitations on annual accrued 
expenditures, and such provisions may limit by amount or by per 
centum the size of any transfer so proposed.? 


*Expires April 1, 1962. 
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(c) Whenever an appropriation is subject to a limitation on 
annual accrued expenditures, there shall be charged against the 
limitation the cost of goods and services and other assets received, 
advance payments made and progress payments becoming due, 
and the amount of any other liabilities becoming payable, during 
the fiscal year concerned.* 

(d) At the end of the fiscal year concerned, any unused balance 
of the limitation on annual accrued expenditures shall lapse, except 
that whenever any liabilities are incurred within the limitation 
provided for in any fiscal year (whether or not recorded or reported 
in such fiscal year), nothing in this section shall be construed to 
prevent the making of payment therefore in any subsequent fiscal 
year.? 

(e) Any obligations incurred during the fiscal year concerned or 
in prior fiscal years which do not result in liabilities becoming pay- 
able during the fiscal year concerned shall be charged against the 
limitation on annual accrued expenditures for any succeeding fiscal 
year in which such obligations may result in liabilities becoming 
payable." 

(f) Nothing in subsections (b) through (e) of this section shall 
be construed to change existing law with respect to the method or 
manner of making appropriations or the incurring of obligations 
under appropriations.* 


Sec. 216. (a) Requests for regular, supplemental, or deficiency 
appropriations which are submitted to the Bureau by the head of 
any department or establishment shall be prepared and submitted 
as the President may determine in accordance with the provisions 
of section 201. 

(b) The requests of the departments and establishments for ap- 
propriations shall, in such manner and at such times as may be 
determined by the President, be developed from cost-based 
budgets. 

(c) For purposes of administration and operation, such cost- 
based budgets shall be used by all departments and establish- 
ments and their subordinate units. Administrative subdivisions 
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of appropriations or funds shall be made on the basis of such 
cost-based budgets. 


BUDGET AND ACCOUNTING PROCEDURES ACT OF 1950 


Sec. 106. The head of each executive agency shall, in consulta- 
tion with the Director of the Bureau of the Budget, take whatever 
action may be necessary to achieve, insofar as is possible, (1) con- 
sistency in accounting and budget classifications, (2) synchroniza- 
tion between accounting and budget classifications and organi- 
zational structure, and (3) support of the budget justifications by 


information on performance and program costs by organizational 
units. 


Sec. 113. (a) The head of each executive agency shall establish 
and maintain systems of accounting and internal control designed 
to provide— 


(c) As soon as practicable after the date of enactment of this sub- 
section, the head of each executive agency shall, in accordance with 
principles and standards prescribed by the Comptroller General, 
cause the accounts of such agency to be maintained on an accrual 
basis to show the resources, liabilities, and costs of operations of 
such agency with a view to facilitating the preparation of cost-based 
budgets as required by section 216 of the Budget and Accounting 
Act, 1921, as amended. The accounting system required by this 
subsection shall include adequate monetary property accounting 
records as an integral part of the system. 


the 
ed, 
ue, 
ing 
nce 
‘ion 
rted 
scal 
d or 
pay- 
the 
sions 
ap- 
ay be 
ased 

cost- . 
blish- 
isions 


Herschel C. Walling 


Technical Accounting 


Developments 


FEDERAL PROCUREMENT REGULATIONS 


THE General Services Administration has established a new Fed- 
eral Procurement Regulations System, announced by its Circular 
No. 175, dated March 10, 1959. The System consists of two major 
elements. One is the procurement policies and procedures for 
government agencies prescribed by the Administrator of General 
Services in the “Federal Procurement Regulations” (FPR), to be 
published as Chapter 1 of Title 41 of the Code of Federal Regula. 
tions. The other is the publication of agency implementing regu- 
lations in succeeding chapters of Title 41, including the gradual 
transfer to such succeeding chapters of existing agency regulations 
affecting procurement. Ultimately, government procurement regu- 
lations will be contained in the same title of the Code of Federal 
Regulations for convenient utilization by both the public and 
government personnel. 

The System is intended to promote the objectives of eliminating 
needless inconsistencies between agency procurement regulations, 
minimizing complexities and inequities in procurement policies 
and procedures, and making agency procurement regulations more 
readily available to businessmen and others concerned. 

The Federal Procurement Regulations and the implementing 
regulations of the various procurement agencies will be published 
in the Federal Register. Part II of the Federal Register for March 
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17, 1959 (Volume 24, Number 52), contains a substantial portion 
of the regulatory material for inclusion in the Federal Procure- 
ment Regulations. It is expected that initial publication of the 
Regulations will be substantially completed within the next 
twelve months. They will also be published in separate loose-leaf 
volume form. The public may obtain copies, at nominal cost, from 
the Government Printing Office. 


PROCUREMENT HANDBOOK 


The General Services Administration has published a “Pro- 
curement Handbook” for the guidance of federal agencies. It sets 
forth the basic principles of procurement management and 
describes, in detail, proved and accepted procedures for the eco- 
nomic and efficient handling of governmental procurements and 
related supply-management services. 

The handbook was developed by the Federal Supply Service 
with the co-operation of other government agencies. Some of the 
material goes beyond that associated with procurement in its 
restricted sense, since procurement officers may be involved in 
other supply-management functions. It should be a valuable refer- 
ence guide to supply-management and procurement personnel, 
particularly in agencies which do not have their own procurement 
manual of operations. 

Copies may be obtained for official use from the General Services 
Administration. It may be purchased from the Government Print- 
ing Office at a cost of $1.50 per copy. 


WORKING CAPITAL FUNDS 


The National Security Act of 1947, as amended, authorized the 
establishment of working capital funds by the Department of 
Defense in order to control more effectively and account for the 
cost of the programs and work performed by the Department. 
The Act provides: “Reports of the condition and operations of 
such funds shall be made annually to the President and to the 
Congress.” —The Department has issued the seventh such annual 
Teport, covering the fiscal year 1958. 

Two types of working capital funds are authorized and used 
under the Act: industrial funds and stock funds. Industrial funds 
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are used to finance the costs of operations of industrial and com- 
mercial activities, such as, shipyards, arsenals, printing plants, 
research laboratories, and the Military Sea Transportation Service. 
Stock funds are used to finance the purchase cost of material 
received in the stock fund supply system, including costs of first 
destination transportation and of disposal of stock fund material 
issued for use to consuming organizational units of the military 
departments. 

Congressional review of working capital fund operations is exer- 
cised in two stages: first, in the review and approval of the custom- 
ers’ appropriations, which are used subsequently to finance pur- 
chases from the working capital fund, and second, in the review 
of the working capital fund appropriations. 

To facilitate the comparison of financial data of the various 
working capital funds and to meet the reporting requirements of 
the Congress and other interested agencies, the Department of 
Defense has developed a uniform financial reporting system for 
stock fund operations. Currently the Department of Defense is 
also developing, in conjunction with the Bureau of the Budget, 
General Accounting Office, and Treasury Department, a uniform 
financial and statistical reporting system covering industrial fund 
operations. 


DEPRECIATION ACCOUNTING 


A decision of the Comptroller General to the Secretary of Com- 
merce (B—136318, April 28, 1959) discusses in some detail depre- 
ciation accounting, billing depreciation expense in intrabureau 
and interagency transactions, and use of amounts collected. The 
decision makes and discusses the following major points: 

1. The primary purpose of depreciation accounting is to dis- 
tribute costs of fixed assets to the periods and activities benefiting 
from their use. 

2. The financing of replacements should not be geared to 
depreciation accounting. 

3. All significant elements of cost, including depreciation, even 
though not financed from current appropriations, should be recog- 
nized by the Department of Commerce in order to determine 
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operating costs by periods and by projects, activities, or cost 
centers. 

4. Commerce should bill outsiders for all significant elements 
of cost, including depreciation. 

5. Reimbursements between appropriations of the same bureau 
are not permitted by section 601 of the Economy Act, as amended. 

6. The prices to be billed under section 601 of the Economy 
Act are to be agreed upon by the agencies concerned. As a mini- 
mum the amount to be billed is the sum of those costs (1) which 
are directly related to the work performed and (2) which would 
not otherwise have been incurred by the performing agency. 

7. Replacement requirements should not operate to influence 
or limit the extent of depreciation to be billed between agencies. 

8. The authority of Commerce to use amounts collected for 
depreciation, like amounts collected for other costs, is governed 
by legislation applicable to the agency’s activities and to pertinent 
regulations of the Bureau of the Budget. 


ACCOUNTS FOR ELECTRIC UTILITIES 


The Federal Power Commission has published a proposed 
revision of the “Uniform System of Accounts Prescribed for Public 
Utilities and Licensees Subject to the Provisions of the Federal 
Power Act” (Federal Register, Part II, May 14, 1959, pp. 3905- 
3949). The revised system is to become effective January 1, 1960. 

The Uniform System of Accounts adopted in 1936 is revised to 
incorporate editorial clarification and general improvement in 
instructions and account texts, as well as to provide more informa- 
tive account arrangements, without change in basic principles. The 
proposed revision conforms basically to that for which a resolution 
was adopted at the convention of the National Association of Rail- 
toad and Utility Commissioners on November 17, 1958, with a 
few modifications. 


MANAGEMENT AND OPERATING CONTRACTS 


Bureau of the Budget Circular No. A-49, “Use of Management 
and Operating Contracts,” dated February 25, 1959, establishes 
general criteria to assist federal agencies in developing policies 
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concerning the use of management and operating contracts. The 
term “management and operating contract” applies to cost-reim- 
bursement contracts under which the government contracts with 
nonprofit institutions, private institutions, private businesses, or 
universities: (a) to administer, on behalf of the government, 
research or development establishments wholly devoted to govern- 
ment work or government research or development programs; 
(b) to administer and operate government-owned or leased indus- 
trial facilities; or (c) to provide such personal or professional 
services as are authorized by law. 

The circular, based upon the most successful agency experience, 
points out that management and operating contracts have been 
found particularly useful for the performance of functions requir- 
ing specialized knowledge and experience in large-scale industrial 
management or in conduct of research. They have been employed 
successfully when unusual speed has been required in the organi- 
zation of a new program or service. The circular suggests factors 
to be considered by an agency in developing criteria for the use 
of such contracts and offers suggestions relating to the selection 
and supervision of the contractors. 


ACTION ON GAO REPORTS 


Bureau of the Budget Circular No. A-50, “Executive Branch 
Action on Reports by the General Accounting Office on Audits 
and Investigations,” dated April 1, 1959, establishes a uniform 
policy and procedure for consideration and action on such reports 
by the executive agencies. The circular points out that the GAO 
has the responsibility for making independent audits and investi- 
gations of the agencies and functions of the executive branch and 
that its reports often contain good independent reviews of execu- 

_ tive branch operations as well as significant findings. It states: 
Findings, suggestions, and recommendations in the reports will be given 
careful consideration by the respective agencies of the executive branch. 
The agencies are not obliged to accept these findings, suggestions, and 
recommendations. However, it is the intention that systematic con- 

sideration of the reports result in constructive action on every recom- 
mendation where such action is appropriate from the viewpoint of the 
executive branch. 
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The circular contains instructions to agencies for reporting their 
views to the Bureau of the Budget on the findings and recom- 
mendations in the GAO reports. 


CROSS-SERVICING IN STORAGE ACTIVITIES 


An agreement has been entered into between the Department 
of Defense and the General Services Administration to establish 
and prescribe procedures to be followed in the cross-servicing of 
storage and warehousing services between the Department of 
Defense and the civilian agencies of the government. To the extent 
feasible, the military services and civilian agencies of the govern- 
ment will make available to each other, on a reimbursable basis, 
storage and warehousing services each may require from time to 
time. The General Services Administration has extended the pro- 
visions of the agreement to provide cross-servicing between the 
civilian agencies of the government. The policies and procedures 
to be followed in this cross-servicing are prescribed in Section 
402.00 of Chapter II of Title I, Personal Property Management, 
of the General Services Administration Regulations. 


FAILURE TO SUBMIT BID BOND 


A decision by the Comptroller General (B—137319, February 5, 
1959) provides that noncompliance with a requirement in an invi- 
tation to bid for a government contract that a bid bond or other 
bid security be submitted with the bid will be held to require 
rejection of the bid as nonresponsive. It had been previously held 
that this rule could be waived under certain conditions. The 
decision discusses briefly the competitive bid system, the previous 
tule with respect to bid bonds, and the reasons for changing the 
tule. 


The purpose of statutes requiring the award of contracts to the lowest 
responsible bidder after advertising is to give all persons equal right 
to compete for Government contracts, to prevent unjust favoritism, 
collusion, or fraud in awarding Government contracts, and to secure 
for the Government the benefits which flow from free and unrestricted 
competition....It has long been regarded as within the province of 
the administrative officers of the Government to draft specifications 
to reflect the needs of the Government and to determine factually 
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whether those needs will be met by the articles offered. 17 Comp. Gen. 
554. The term “specifications” is here used in a broad sense to embrace 
not only the end product but in addition any requirement imposed 
upon the bidder to become eligible for award and, having received the 
award, to obtain an acquitance [sic] under the terms of the contract. 


ADDITIONS TO GAO MANUAL 


Two additional chapters have been issued for Part 2, of Title 2, 
“Accounting Principles and Standards and Internal Auditing 
Guidelines,” of the General Accounting Office Policy and Pro- 
cedures Manual for Guidance of Federal Agencies. Eleven of the 
fourteen chapters have now been issued for Part 2, “Accounting 
Procedures.” The two new chapters are Chapter 7000, “Property 
Accounting,” and Chapter 7500, “Adjusting and Closing Entries.” 

Chapter 7000 is a comprehensive discussion, with illustrative 
forms and entries, of the accounting for tangible property on an 
agency’s books. The first portion of the chapter covers the account- 
ing for materials and supplies under the physical inventory and 
the perpetual inventory methods, including a discussion of meth- 
ods of pricing materials issued. It also describes the accounting for 
freight-in and cash discounts on purchases. The second portion 
of the chapter deals with accounting for fixed assets, including 
factors and standards to be considered in establishing capitaliza- 
tion criteria. The discussion covers the acquisition of personal 
and real fixed assets through purchase, construction, transfers 
between agencies with and without reimbursement, and donations, 
and for sales and other transactions. It also covers depreciation 
accounting for government-owned property. 

Chapter 7500 discusses the accounting procedures for preparing 
and posting the adjusting and closing entries and for taking a trial 
balance and preparing the financial statements. 


EFFECTS OF HAWAII STATEHOOD 


The President has directed the Bureau of the Budget to take 
the initiative in the Executive Branch, beyond the regular respon- 
sibilities of the Department of the Interior, in making a study of 
the effects of the admission of Hawaii to statehood on federal laws 
and activities. The Bureau’s Bulletin No. 59-7, April 8, 1959, 
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requests each agency to review the laws which it administers and 
to develop proposed drafts of any necessary amendments. Each 
agency is also to review its related organization and activities and 
its grants-in-aid programs and to report to the Bureau on the 
actions necessary and their effect on the agency's budget. 


STATISTICS BY STATES 


Bureau of the Budget Bulletin No. 59-8, April 17, 1959, pro- 
vides guides to the executive agencies for an orderly and co-ordi- 
nated transition of United States statistics to a fifty-state basis, in 
anticipation of Hawaii becoming a state in 1959. The guides deal 
with terminology, coverage, timing, publication, and geographic 
regions. 

Alaska and Hawaii will be treated in the same way as any other 
state in preparing national and state totals for statistical series. 
The term “United States” will be used, in lieu of the former term 
“Continental United States,” to identify national totals. 


H. Edward Breen 


Current Publications 


BOOKS AND PAMPHLETS 


American Institute of Certified Public Accountants. Accounting Aids 
to Management. New York: The Institute, 1959. 80 pp. $1.50. 


This pamphlet contains twelve major articles which have appeared 
in the Journal of Accountancy during the year 1958. “They have been 
specially chosen because they reflect some of the outstanding idea: and 
methods now being developed by accountants to solve management 
problems.” 


National Association of Accountants, Research Project Committee. 
Classification and Coding Techniques to Facilitate Accounting 
Operations. (N.A.A. Research Project 34.) New York: National 
Association of Accountants, 1958. 52 pp. $1.00. 


This study was developed to determine how data for which the 
accountant has responsibility is classified and coded to provide timely 
and useful reports to management. However, specific applications of 
data-processing equipment have been excluded because variety and 
rapid change in machines available would limit the usefulness of any 
conclusions drawn. 

The research report contains a discussion of classification and coding, 
practical development of codes for accounts, practical development of 
codes for products and materials, advanced applications of coding, and 
also an appendix which covers an application of coding in mechanized 
planning of material requirements. 


ARTICLES 


Arthur, Wayne A. “Basic Cost Accounting for Managerial Control,” 
The Controller, 27 (May 1959), 228-235, 256. 
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The author, controller of a metallurgical corporation, describes how 
an expanding company completely reorganized its accounting system. 

Mr. Arthur states that “effective financial management of a business 
is dependent in large measure upon an efficient system of cost and 
budgetary controls.” 

“Planning on the higher plane of financial management must pro- 
ceed from planning at the basic level of production operations. 

“Planning is the key to sound budgeting. A business that makes its 
policy decisions on the basis of intelligent planning and budgeting is 
on the threshold of profit maximization.” 


Brock, Horace. “Accounting for Self-Insurance against Fire Loss— 
Theory v. Practice,” Accounting Review, 34 (April 1959), 257-261. 


The author, after a survey of twenty-two companies who were self- 
insurers, presents five accounting problems associated with self-insur- 
ance against fire losses. The theoretical aspects along with actual prac- 
tices are discussed. 

The author concludes that “there is a wide gap between theory and 
practice in accounting for self-insurance against fire losses. The most 
important difference is in the concept of the nature of a fire-insurance 
reserve. ...Fourteen of twenty accounting publications reviewed sug- 
gested that reserves should be created by periodic charges to retained 
earnings while all seventeen of the companies studied charged profit 
and loss for periodic addition.” 


Brummer, L. W. “How We Train Accountants to Think Like Man- 
agers,” N.A.A. Bulletin, 40 (April 1959), 29-41. 


The professional manager needs accounting help on his staff. The 
professional manager must understand accounting philosophies them- 
selves. Their assistants must be skilled in accounting techniques and 
be capable of management thought and action. 

The author describes the program developed by his company for the 
purpose of developing the accounting staff to assume manager-type 
responsibilities. A program of on-the-job and special training has been 
developed which enables the company to develop its accountants in 
order to utilize them effectively. The effect of the program is evidenced 
by the attitude of the accountants themselves. The opportunity for 
personal development, the movement from one area to another, the 
stimulation of management contacts, and the varied promotional 
opportunities all contribute toward a feeling of being a part of the 
team and contributing to the success of the business. 


: 
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Committee on Health and Welfare Plans of the San Francisco Chapter 
of the California Society of CPA’s. “Auditing for Health and Wel- 
fare Benefit Trust Funds,” Journal of Accountancy, 107 (May 1959), 
43-48. 


“The auditing of employee health and welfare funds requires con- 
sideration of the special features of such organizations. Some of the 
problems of evaluating internal control over receipts, disbursement 
and claims are discussed. 

“According to the Committee, the features peculiar to most health 
and welfare funds that deserve special attention in considering the 
scope of the work include (1) accounting for contributions and deter- 
mination that amounts due the fund from each employer (if more 
than one) were received and recorded by the fund, (2) the testing of 
claims for documentation, eligibility, propriety of settlement, etc., and 
(3) the audit of premiums paid to insurance carriers and, where appli- 
cable, brokerage payments to agents.” 


Croxall, John R. “Depreciation Accounting in The Atomic Energy 
Commission,” N.A.A. Bulletin, 40 (Feb. 1959), 25-30. 


Here is a clear and concise discussion of the manner in which the 
Atomic Energy Commission handles depreciation. Early in the develop- 
ment of the financial policies to be followed by the Atomic Energy 
Commission, its management determined that the accounting policies 
and methods developed by industry and the public accounting pro- 
fession as being best suited to the needs of industry should be followed. 

“By establishing a policy of basing prices for products sold or leased 
or services furnished, on a full cost basis—costs including depreciation 
expense—the Atomic Energy Commission assures the taxpayer that 
there will be no subsidy of these activities by public funds. It. also 
assures the purchaser of its products and services that charges are made 
on a full cost, but not a monopoly, basis.” 


Devore, Malcolm M. “Reporting on Cash-Basis Statements,” Journal 
of Accountancy, 107 (May 1959), 58-62. 


“Can an auditor properly say that cash-basis statements fairly present 
financial position and results of operations? 

“The author thinks not, unless accruals are so immaterial that pre- 
sentation of the same financial statements on an accrual basis would 
make only a negligible difference. 

“Since the standard short-form report is rarely appropriate in con 
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nection with cash-basis statements, variations are suggested which 
would constitute a proper expression of the auditor’s opinion under 
varying circumstances.” é 


Duboff, Samuel J. “Recruitment, Selection, and Training,” Journal 
of Accountancy, 107 (March 1959), 50-56. 


“Ability, motivation and character are equally important in devel- 
oping superior accountants, and superior accounting firms. 

“The accounting profession has made substantial progress in attract- 
ing young men to study accounting, but more needs to be done to 
provide an environment and opportunities for further training which 
will keep them in the profession after they have entered it. Firms have 
an obligation to furnish an atmosphere and an example which will 
strengthen the motivation of the young accountant, and mold his 
character along genuinely professional lines. 

“Eight general rules are offered to measure the adequacy of training 
programs, applicable to small firms as well as the large ones.” 


Howell, Frank S. “A Case in Accounting for Sick Leave Pay,” N.A.A. 
Bulletin, 40 (May 1959), 24-28. 


Mr. Howell describes the manner in which a manufacturer employ- 
ing about 6,500 employees and accounting for its payroll on punch 
cards controls and accounts for the accumulation and utilization of 
paid sick leave by its employees. 


Huizingh, William. “Inflation—Present and to be Accounted For,” 
N.A.A. Bulletin, 40 (April 1959), 43-57. 


The writer presents a clear, concise review of inflation as it affects 
the accountant’s work. The article includes a discussion of the prob- 
lem of inflation, how the unadjusted dollar data may mislead the 
reader, the effects of inflation on current monetary accounts, current 
monetary accounts, the effects of inflation on noncurrent monetary 
accounts, inflation and inventories, inflation and plant cost and depre- 
ciation, and a short note on index numbers and long-term liabilities. 

This article is a worth-while review of the effect of inflation upon 
varying classifications of assets and liabilities. 


Lewis, Charles A., Jr. “Are There ‘Principles’ of Accounting?” 
Accounting Review, 34 (April 1959), 239-241. 


The author discusses the term “principles of accounting” and 
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scrutinizes a series of definitions. Mr. Lewis states that “the problem 
with which we are confronted is, however, not that of defining, within 
the accounting professions, the word ‘principle,’ but that of communi- 
cating with laymen who cannot be expected to be aware of the special 
meaning assigned to the word by accountants.” 

The author recommends that the term “accounting concepts and 
standards” as used by the American Accounting Association in its pub- 
lications would be preferable to the word “principles” “because, it 
implicitly recognizes the factual situation that, in modern accounting, 
there are no ‘principles’ in the common sense of the word except the 
fundamental doctrines of full and fair disclosure and of high standards 
of professional morality.” 7 


Margeson, Charles F. “Financial Aspects of Inventory Control,” The 
Controller, 27 (April 1959), 164-166, 204. 


The author discusses broad financial aspects of inventory control, 
examines some of the important cost considerations which concern 
the financial man and the inventory methods which his company con- 
siders essential using practical applications, and finally discusses some 
of the more advanced ideas which appear to have merit in the future. 


Mautz, R. K. “Evidence, Judgment, and the Auditor’s Opinion,” 
Journal of Accountancy, 107 (April 1959), 40-44. 


“Four distinct steps are listed as essential to the formation of sound 
judgment by an auditor with respect to propositions asserted in finan- 
cial statements: 

1. Recognition of the proposition 

2. Collection of pertinent evidence 

3. Evaluation of the evidence 

4. Formation of an opinion as to the conformity of the propo- 
sition with events as the auditor understands them. 

“The auditor’s opinion on financial statements taken as a whole is 
shown to be the result of a complex series of subsidiary judgments in 
which these four steps are followed.” 


National Association of Accountants. “The Capital Expenditure 
Control Program” (Accounting Practice Report), N.A.A. Bulletin, 
40 (March 1959). 29 pp. 

This is the seventh in a series of National Association of Accountants 

Bulletins. These bulletins are designed to organize and accelerate the 
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exchange of information on current industrial accounting practice. 

A control program for capital expenditures is essential, for in most 
instances the possibilities for capital expenditures far outnumber the 
funds available for this purpose. One of the chief functions of the 
control program for capital expenditures is to see that expenditures 
stay within authorized limits. The practices describe capital expendi- 
ture budgets, requests for appropriation of funds, measuring expendi- 
tures against appropriations and the post-completion audit. 


Schiff, Michael. ‘What Happens to Depreciation,” Journal of 
Accountancy, 107 (March 1959), 37-41. 


“In discussions of price-level adjustment of depreciation charges, 
the accumulated depreciation at retirement of an asset is often con- 
trasted with the figure which would result from adjustment by the total 
change in the price level in the intervening years. 

“The author calls attention to the fact that the depreciation charge 
is made annually, not in a lump sum when the asset is retired, and 
indicates the effect annual adjustment by index would have had in 
recent years. 

“Three tables and two charts show the effect of annual price adjust- 
ments with straight-line and sum-of-the-digits depreciation, and also 
the potential accumulation if the amount charged yearly were rein- 
vested in the business.” 


Seidman, J. S. “What is the Future of the Accounting Profession?” 
Journal of Accountancy, 107 (March 1959), 29-36. 


“The fourth and concluding article in the series from the American 
Institute’s committee on long-range objectives asks many searching 
questions about the future of the accounting profession. 

“The formulation of accounting principles, accounting practice, and 
accountants’ organizations may all be expected to undergo substantial 
changes in the next twenty years. The committee has suggested policies 
for dealing with some of the new problems which may be anticipated, 
but in this article the chairman makes it clear that far more questions 
remain to be answered.” 


Seiler, Robert E. ‘The Operational Audit—An Extension of Manage- 
ment Controls,” Internal Auditor, 16 (March 1959), 9-17. 


“The internal audit function is generally considered to be a control 
device for the purpose of appraising and evaluating all other controls 
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which management has formulated.” This statement has been gen- 
erally accepted by management and auditors, but with differing inter- 
pretations. The difference seems to stem from managements view that 
the internal audit function should be applied principally to financial 
operations, while the internal auditors and some managements believe 
that the appraisal of control should be applied to any part of the 
business, since controls exist throughout all departments. 

The author discusses the need for operational audits, the importance 
of a proper mental attitude, and the basic approach to an operation 
audit as a background for a rather detailed description of the steps to 
be followed in performing an operational audit. 


Sengstacke, Fred J. “The Depreciation Dilemma Has More Than 
Two Horns,” N.A.A. Bulletin, 40 (Feb. 1959), 15-24. 


A very good, clear discussion of the problem of depreciation. The 
author states that accountants have much unfinished business in the 
area of depreciation and comments on the ever-increasing significance 
of fixed asset investments, alternative concepts of depreciation, current 
practices, and proposals to base depreciation provisions on cost indexes. 


Stans, Maurice H. “The Federal Budget: The Deeper Issues,” Journal 
of Accountancy, 107 (May 1959), 31-36. 


“The Budget Director stresses the fact that the Federal Budget as 
presented by the President is a plan and a system of priorities, not a 
precise prediction of receipts and expenditures. 

_ “Because of prior commitments and world conditions, ‘only a small 
percentage of the entire budget lies within the territory of executive 
discretion at the time the budget is in preparation.’ | 

“With this introduction, four specific suggestions are offered for 
improvement of the budgetary process.” 


Weiss, Allen. ‘Policy Considerations in Inventory Valuation,” N.A.A. 
Bulletin, 40 (May 1959), 39-44. 


“The method which a company uses to value inventories for financial 
statement purposes—perhaps ‘lifo’—need not be a straight-jacket. The 
author suggests different valuations for different situations and pur- 


poses, and a means of adjustment from these to ‘lifo’. 
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Executive Committee of the Federal 
Government Accountants Association 


President: Laurence W. Acker, Army Audit Agency, Washington, D.C. 
First Vice-President: Donald W. Bacon, Internal Revenue Service, Boston 
Second Vice-President: J. Edward Schuetz, Air Force Auditor General, Los 


Angeles 


Third Vice-President: John C. Cooper, Jr., Department of Agriculture, Wash- 


ington, D.C. 


Immediate Past President: Harry J. Trainor, Internal Revenue Service, Wash- 


ington, D.C. 


Past President: William A. Newman, Jr., General Accounting Office, Washing- 


ton, D.C. 


Executive Secretary-Treasurer: Martin C. Powers, Washington, D.C. 


Chapter 
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Member 
Leland P. Draney 
Howard L. Bullock 
Kenneth N. Worden 
Charles M. Neville 
James J. Garrahan 
Arthur J. O’Leary 
G. H. Tuepker 
John T. Barber 
Edwin L. Skaden 
William H. Patton 
Charles E. Thomas 
Eugene L. Zieha 
Henry C. Eddy 
Gayle B. Knapp 
Calvin Cookfair 
Earl Holderbaum 
Louis A. Coutu 
Alden M. Peterson 
Terrence R. Turner 
Martin I. 
Wilfred W. Bahle 
Marshall C. Anderson 
H. R. Weissenborn 
Gerald M. Zalenak 
Leslie D. Marsell 
Kenneth W. Rich 
O. William Schumm 
Harold E. Swim 
William Tolliver, Jr. 
Ivan W. Jennings 
Gordon G. Crowder 


Agency 
Department of the Interior 
Post Office Department 
Bureau of Customs 
General Accounting Office 
Air Force Auditor General 
Panama Canal Company 
General Services Administration 
Post Office Department 
General Accounting Office 
Army Audit Agency 
General Accounting Office 
Air Force Institute of Technology 
Bureau of Public Roads 
Army Audit Agency 
General Accounting Office 
Navy Department 
Navy Department 
Internal Revenue Service 
Department of Agriculture 
Army Audit Agency 
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Army Audit Agency 
Department of Agriculture 
Army Ordnance 
Department of the Army 
Air Force Auditor General 
Department of Commerce 
General Services Administration 
Air Force Auditor General 
Army Audit Agency 
Post Office Department 


Each IAS atin program is “tailored to fit” 
the needs of the individual. This is accomplished through the IAS 


elective plan embracing 240 comprehensive study assignments, 
covering a wide range of accounting and management subjects, 


The IAS electives currently available 
(with the number of comprehensive 
study assignments indicated) are: 


Basic Auditing (10) 

Public Auditing (20) 
Internal Auditing (20) 

Basic Cost Accounting (10) 
Advanced Cost Accounting (20) 
Corporation Accounting (10) 
Corporation Finance (10) 
Business Statistics (10) 
Management Control (20) 
Economics (10) 

Office Management (20) 
Accounting Law (10) 
Federal Income Tax (10) 

CPA Coaching (20) 
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